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EXECUTIVE SUMMARY
TUCSON ELECTRIC POWER COMPANY

DOCKET no. E-01933A-07-0402
DOCKET NO. E-01933A-05-0650

Mr. Antonuk's testimony presents Staffs recommendation regarding the rate setting
method that the Commission should choose to determine the generation component of Tucson
Electric Power ("TEP") rates. Staff recommends that the Commission adopt the cost-of-service
method at this time.

Mr. Antonuk discusses the three alternatives that TEP has presented to set the generation
component of its rates: "market," "hybrid," and "cost-of-service." Under the market alternative,
die generation component of TEP's rate would be set by a market proxy rather than actual costs.
Under the hybrid alterative, TEP would remove two of its high value generating assets from
rate base and retain all profits associated with sales ham these assets into the wholesale market
(or to itself to serve retail load). TEP would then provide generation to its retail customers based
its cost of service, which would include the additional costs of replacement power from the
wholesale market. Under the "cost-of-service" alternative, TEP would begin by setting the
generation component of rates using traditional cost-of-service principles. However, it would
depart completely from those principles by requiring that customers compensate TEP for $788
million in "lost revenues" through a Termination Cost Regulatory Asset Charge ("TCRAC").

TEP bases its claim of lost revenues upon a perceived "right" under the Settlement
Agreement to charge market-based rates for generation at the expiration of the agreement. The
company maintains that if the Commission continues to set rates pursuant to cost~of-service
ratemaldng, TEP will have suffered financial harm due to the rate moratorium under the
Settlement Agreement. TEP aniseed at its $788 million claim by extrapolating through to 2008
the shortfall in year 2003 revenues that it presented in the 2004 proceeding.

Mr. Antonuk states that, in practical terms, the hybrid and market alternatives are no
more than alternative approaches for TEP to recover the losses it allegedly experienced under the
Settlement Agreement. The company's market alternative merely attempts to trade recovery of
$788 million in alleged lost revenues in TEP's cost-of-service alternative for the ability to charge
far more for generation service than TEP's actual cost of service. The hybrid alternative
attempts to trade the $788 million in lost revenues for the ability to retain all future revenues and
profits associated with the Four Corners and Navajo generating units. He concludes that the two
proposals simply raise rates and resulting TEP profits by continuing the company's dominance
as an incumbent monopoly and by allowing it to unjustly reap die benefits of its low-cost
generating assets.

Mr. Antonuk states that if one views TEP's alternatives in the proper context, the cost-of-
service approach is clearly preferable, meeting the criteria for just and reasonable rates and for
safe and reliable service at the lowest possible costs, as well as other public interest concerns.
Excluding die TCRAC, the company's rate projections under the three alternatives clearly
demonstrate that cost-of-service is the most reliable and lowest cost option. TEP's proposals

I



load the cost-of-service alternative with considerable baggage over the short- to mid-term, i. e., in
the amortization of a massive regulatory asset through the TCRAC. Because the company's lost
revenue claim has the potential to significantly change the nearer term economic impacts of the
alternatives, Mr. Antonuk stresses the importance of subj ecting that claim to close scrutiny.

Mr. Antonuk found that TEP's claim that it should recover $788 million due to harm
suffered under the Settlement Agreement was without solid foundation, and that the analysis
supporting the claim was substantially flawed. Specifically, the company:

a) artificially truncated its analysis, having failed to recognize the benefits to TEP during the
early years of the settlement period

b) arrived at its $788 million figure by inappropriately using 2003 data
c) made no effort to address the adjustments proposed by Staff and others to 2003 data

during their reviews in the 2004 proceeding
d) compounded the errors it made in its analysis of 2003 data by simplistically extrapolating

its claimed 2003 shortfall through to 2008 rather than basing it on a year-by-year analysis
e) failed to take into account the $656 million of fixed CTC revenues it received
f) failed to analyze any benefits to TEP of regulatory bold<eeping changes
g) gave no consideration to what its profitability would have been had a truly competitive

marketplace emerged .
h) failed to take into consideration the benefit to TEP during the settlement period of a

hypothetical capital structure
i) breached its duty to fully consider, and use if appropriate, securitization to reduce

customer costs under the Settlement Agreement.

Mr. Antonuk analyzed the potential over-eamings to the company in the early years of
the settlement period, 1999 to 2002, by comparing actual O&M and generation fuel expense
rates to those in the company's frozen rate, which was based on a 1994 test year. He found that
these over-eamings in earlier years would eliminate approximately 85 percent of the company's
claimed harm. He concluded that if one takes into account these over-earnings, along with Staff
and RUCO adjustments to the 2003 test year operating income in the 2004 proceeding, TEP
appears to have suffered no financial harm, and may well be ahead financially as a result of the
Settlement Agreement.

Mr. Antonuk also discusses other evidence of the company's financial well-being under
the Settlement Agreement. Supporting evidence of TEP's ability to earn superior returns during
the early years of the settlement period included: (a) substantial growth in retail sales both in
number of customers and usage per customer, b) consistent and large reductions in O&M costs,
c) reduction in interest expense through the elimination of very expensive debt using strong cash
sows, and d) repeated and large increases in wholesale revenues from sales of excess generating
capacity. He also states dirt, despite claims of extreme financial hardship under the Settlement
Agreement from 2003 onward, UniSource and TEP's public statements show continuing strong
financial results. The company's financial health during that period was also recognized by
others. For example, The Edison Electric Institute presented to UniSource its annual Index
Award for outstanding shareholder returns, commending the company for its 172 percent return
over five years.
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1 INTRODUCTION

2 Q-

3

4

Please state your name, occupation, and business address.

My name is John Antonuk. I am the President of The Liberty Consulting Group. My

business address is 65 Main Street, Box 1237, Quentin, PA 17083.

5

6 Q- Please describe your educational backgroundand professional experience.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

I received a bachelor's degree with honors from Dicldnson College and a law degree with

honors from the Dicldnson School of Law. I have over 30 years of experience in the

utility industry and in utility regulation. I began my career in 1975, in the office of the

General Counsel of the Pennsylvania Public Utility Commission, addressing a variety of

energy and telecommunications matters. I then moved to Pennsylvania Power & Light

Company, a large Northeastern electric utility, where I served first in the Legal

Department. Later, I became the head of the Services and Facilities Section of die

Regulatory Affairs Department. I sewed as a primary liaison for the company with the

staff and members of the Commission and I handled a wide variety of administrative

litigation. I left the company around 1981 to begin consulting. I worked for a number of

years as the manager of the regulatory consulting practice for a firm (Management

Analysis Company) with a nationwide utility industry client base. I was one of Liberty's

founders in 1987 and I have served as its president for many years. I have led the firm's

utility regulatory commission practice since Ir began around 1990. I have managed or

directed more than 150 engagements for utility regulatory commissions or their staffs.

Liberty's utility regulatory practice extends to 37 U.S. jurisdictions and a number in

Canada as well.

24

A.

A.
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1 Q.

2

3

Have you participated previously in state commission proceedings?

Yes. I have been engaged in many state util ity regulatory proceedings in the electric,

natural gas, and telecommunications industries in my time as a utility consultant. Much

but not all of it has been on behalf of commissions or their staffs. I have served as a staff4

5

6

7

witness, an independent witness appearing on the commission's behalf, a contracted

administrative law judge, a facilitator, an arbitrator, and a commission advisor. Appendix

A to this testimony describes my roles in such proceedings in more detail.

8

9 Q- Please describe the business of The Liberty Consulting Group.

10

11

12

Liberty is a management consulting tirrn that has been serving regulators and managers in

the utility industries for 20 years. Liberty has performed close to 300 utility-industry

experience includes

13

engagements. Liberty's work involving energy and

telecommunications utilities across the country. Liberty has performed or is performing

14

15

substantial engagements for utility regulatory authorities in two thirds of the states and a

number in Canada. The jurisdictions include:

16

Arizona Hawaii Minnesota North Carolina Utah

Arkansas Idaho Mississippi North Dakota Vermont

Colorado Illinois Montana Ohio

Connecticut Indiana Nebraska Oldahoma

Delaware Iowa New Hampshire Oregon

Virginia

Washington

Wyoming

AlbertaDistrict of Columbia Kentucky

Florida Maine

New Jersey

New Mexico

Pennsylvania

South Dakota Nova Scotia

Georgia Maryland New York Tennessee Ontario

17

A.

A.
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1 Q-

A.2

3

Please describe Liberty's electric utility restructuring experience.

Liberty played a central role in negotiating the agreements that produced the opening of

the market of New Hampshire's dominant energy utility, Public Service Company of New

4 Hampshire, which serves most of the state's electric utility customers. Liberty advised the

Administrative5 conducting state-wide electric utility

6

Law Judge responsible for

restructuring proceedings in Delaware. Liberty also served as advisors directly to the

7 District of Columbia Public Service Commission as it restructured its electric utility

8 sector.

9

10 Q- Please describe Liberty's recent experience in Arizona energy utility matters.

11

12

13

14

15

16

17

Liberty served the Staff a number of years ago in connection with the proposed private-

equity interests' acquisition of UniSource. That work involved, among a number of other

issues, the 2004 rate examination and the assumptions made by the applicants about the

sufficiency of existing rates into the future. More recently, Liberty examined in detail the

fuel and energy costs and revenues of Arizona Public Service ("APS"). This examination

included a review designed to compare the off-system purchases and sales of a number of

regional utilities with those of APS. Tucson Electric Power ("TEP") was among the

utilities included in this review.18

19

20 PURPOSE OF TESTIMONY

21 Q~ What is the purpose of your testimony in this case?

22

23

24

A.

A. The purpose of my testimony is to present Staffs recommendation regarding the rate

setting method that the Commission should choose to determine the generation component

ofTEn's rates in this proceeding.

I
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1 SUMMARY OF TESTIMONY

2 Q- Please summarize your testimony.

3 TEP offers three rate-setting methods for the generation component of its rate: cost of

4

5

6

service, market, and hybrid. Staff recommends that the Commission adopt the cost-of-

service method at this time. Given TEP's position in the market as a dominant provider,

the traditional cost-of-service model of raternaking is best suited for deterrnining its rates.

7

8

9

10

11

12

13

14

15

16

17

Cost-of-service pricing has a long and successful record in the U.S energy utility industry.

It has proven over time to provide an effective means for meeting the overriding goal of

regulators, which is to assure that, over the long term, utility customers have safe and

reliable access to critical services at economical prices. Meeting this goal requires that

utility service providers have a meaningful opportunity to recover their costs, which

include a reasonable return on the investments they have devoted to providing service to

the public. Many states have decided over the past decade or so to allow the marketplace

to have an increased role in setting energy utility prices. The resulting pricing regimes

have depended on the introduction of competitors that formerly either did not exist, or did

not compete, in what had essentially always been closed markets.

18

19

20

21

22

23

24

25

A.

No jurisdiction of which I am aware has sought to introduce competition without believing

that it would provide economic benefits to customers. Nonetheless, the development of a

robustly competitive marketplace has been, across the country, an uncertain proposition at

best. In TEP's Arizona markets, however, there is no uncertainty, competition simply has

not come to pass, nor does it appear that it has any material prospects of doing so in light

of current conditions and great uncertainties about the future ability to meet growing

energy needs. Under these circumstances, Staff concludes that cost-of-service ratemaking

continues to be appropriate for TEP at this time. Furthermore, Staff concludes that TEP's

Certificate of Convenience and Necessity ("CC&N") should be regarded as exclusive
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1

2

3

4

5

Even if it were desirable to develop a competitive marketplace in TEP's service territory,

the company's so-called "market" and "hybrid" proposals would not advance such a goal.

They would simply raise rates and resulting TEP profits by continuing the company's

dominance as an incumbent monopoly and by allowing it to unjustly transfer from

customers to Shareowners the benefits of its low-cost generation assets.

6

7

8

9

The company's "market" proposal merely mimics volatile wholesale market-clearing

prices in an environment not enriched by competitive choices. Pricing under such a

scheme would bear no relationship to what a competitive market should offer.

10

11

12

13

14

15

16

17

Neither does the "hybrid" proposal provide a workable alternative. This proposal

arbitrarily excludes certain particularly low-cost generation units from TEP's rate base on

the basis of their joint ownership. Under this proposal, TEP essentially "cherry-picks"

desirable generation ts for its wholesale operations, thereby depriving customers of the

benefits that they have paid for, over time, through rates. In summary, these two

alternatives do not promote competition at all, but are instead meant to justify TEP's

recovery of costs that are ultimately fictional.

18

19

20

21

22

23

24

25

TEP bases much of its claims in this matter upon its assertion of its perceived "rights"

under the 1999 Settlement Agreement. According to TEP, it agreed to a rate moratorium

for a specified period (1999-2008) in exchange for the "right" to charge market rates for

its generation after the expiration of the Settlement Agreement. TEP claims that it has

adhered to the Settlement Agreement, and asserts that, if the Commission continues to set

rates pursuant to cost-of-service ratemaking, the company will have suffered financial

harm due to the rate moratorium. TEP also claims that it will suffer financial harm on a

26 forward-looking basis because of the rate differential between the market redmond and the

cost-of-service method

1
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1

2

3

4

5

6

7

8

9

10

11.

TEP's alleged forward-looking costs are fictional because they are based upon a faulty

premise, i.e., that TEP has a "right" to charge market-based rates for its generation after

the expiration of the Settlement Agreement. Under the Settlement Agreement, TEP was

supposed to divest its generation assets. Accordingly, after the expiration of the

Settlement Agreement, TEP would not have had generation assets with which to provide

generation service or upon which the Commission could set rates -- market-based or

otherwise. TEP would have been obligated to acquire generation Nom the wholesale

market in order to provide standard offer service, the costs of which were intended to be

recovered, pursuant to A.A.C. R14-2-1606, through cost-based rates. Accordingly, TEP's

claim to some "right" to charge market-based generation rates is not evident within the

terms of the Settlement Agreement.

12

13

14

15

16

17

Even if such a "right" were to exist, however, TEP cannot demonstrate or quantify any

economic harm related to continuing cost-of-service regulation. The returns that the

holder of TEP's generation assets might have achieved in a robustly competitive market

bear no relation to those that TEP would cam if permitted to adopt either its market or

hybrid alternatives in the current environment.

18

19

20

21

22

23

Moreover, TEP's alleged foregone revenues associated with the rate moratorium

(represented in TEP's cost-of-service alternative by the $788 million to be recovered as a

regulatory asset) are fictional. They depend upon a premise that TEP has not proven, i.e.,

that TEP has suffered significant financial harm because it agreed to a rate moratorium for

the time period covered by the Settlement Agreement (1999-2008).

24

25

26

TEP cannot prove such harm, in fact, the evidence that is available supports a contrary

conclusion. The reasons are many.

27

1
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1

2

3

4

5

First, TEP's analysis of its alleged lost revenues ignores entirely the portion of the

Settlement Agreement period that precedes 2003. This period (l999»2002) allowed TEP

opportunities for financial gain through significant sales growth accompanied by cost

reductions. Had TEP considered this period in its analysis, its alleged lost revenues claim

would vastly drop, if not disappear entirely.

6

7

8

9

10

Second, the use of 2003 as its test year represents an inappropriate choice for testing

under-earnings. That year witnessed major acquisition efforts, both successful (the

acquisition of the Citizens' properties) and unsuccessfill (the proposed Saguaro

acquisition). It also witnessed major plant outages that caused significant anomalies in

11

12

expenses.

13

14

15

16

Third, work by the Staff and the Residential Utility Consumer Office ("RUCO") in

assessing revenue requirements for 2003 discovered many adjustments whose adoption by

the Commission would have significantly reduced TEP's claimed under-eamings. That

these parties halted their analyses upon concluding that they would not show significant

over-eamings leaves all to speculate about what further reductions continuing work may

have supported.

17

18

19

20

21

22

23

Fourth, simplistically extrapolating 2003 results, even if they had been analyzed fully,

does not provide a useful picture of future years. In essence, what TEP has done is to use

one year (2003) between 1999 and 2007 as a basis for modeling the entire period it

addresses.

24

25

26

27

Fifth, TEP's claims of harm in this case simply do not comport with its own descriptions

of its financial condition to Shareowners. Citing the benefits of sales growth, operations

and maintenance cost control, replacement of expensive debt, substantial additions to what
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1

2

3

4

5

had been an anemia equity element in company capitalization, and other factors,

UniSource's Chief Executive Officer ("CEO") has described a decade of financial success

that should be the envy of electric utilities everywhere. Such descriptions are inconsistent

with claims that TEP's revenues, which have comprised the overwhelming source of

returns for UniSource, have been in any way deficient.

6

7

8

9

Sixth, Staff witness Ralph Smith's examination of test year revenue and expenses in this

case further corroborates the conclusion that TEP has not suffered material harm during

the Settlement Agreement's rate moratorium.

10

11

12

13

In summary, it is clear that TEP has not supported its claim that it has materially under-

earned during the Settlement Agreement period, even assuming that such under-earning

should be relevant in deciding how to set rates for the future. That relevance, however, is

14 questionable at best, for three reasons.

15

16

17

18

19

20

21

First, it remains speculative to conclude that the gradual stepping back Hom the

competitive market that Arizona has experienced over a period of approximately five

years has cost TEP anything. What TEP might have earned in the hilly competitive

markets envisioned at the time of the Settlement Agreement, and not what TEP might earn

under its recently-contrived market and hybrid alternatives, is the better test of what might

have happened.

22

23

24

25

26

27

I

Second, even if TEP could demonstrate, which it clearly has not done, that it has suffered

such harm, it is unreasonable to ignore the benefits that have come to TEP through the use

of a capital structure that is much more equity-rich (and therefore more expensive for

customers) than called for by the actual amounts contributed by stockholders. My point is

not to argue that the Commission's steady and supportive efforts to increase company

1
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1 financial health have been unsound. Instead, my point is to illustrate the unfairness of

2 ignoring that price regulation has been a "two-way street" for TEP for many years now.

3

4

5

6

7

8

9

10

11

12

13

14

15

Third, the Settlement Agreement imposed on TEP obligations that it does not appear to

have taken with the seriousness they deserve. One of those obligations, i.e., to analyze

and to propose if effective the securitization of stranded costs, has in other places been

used to generate for customers significant savings over time. TEP collected the

competition transition charge ("CTC") revenues that formed its part of die bargain, even

though there is no basis now for concluding that it had any stranded costs at all on a net

basis. Apparently content to retain the profits generated by the CTC, TEP did not do what

it promised for customers, which was to undertake serious, continuing examination and, if

appropriate, pursuit of outside financing through die use of securitization. The first of

these three factors argues against TEP's claim because it is so vastly speculative. The

second two show why simple notions of fairness call for its rejection even were it

supported by any rational foundation.

16

17 RATE SETTING METHODS IN TEP'S ALTERNATIVE PROPOSALS

18 Q- What alternatives has TEP proposed for determining the generation component of

19 its rates?

20

21

22

TEP proposes three alternatives. First, TEP offers what it terms a "market" method, under

which a market proxy, rather than actual costs, would establish the generation component

of the prices duet TEP's customers would pay, Second, TEP proposes what it terms a

23 "cost-of-service" alternative. This alternative would begin by setting the generation

24

25

26

27

A.

component of rates using traditional cost-of-service principles. Then, however, it would

depart markedly from traditional cost-of-service notions by requiring that customers

compensate TEP for $788 million in "lost revenues" through a Termination Cost

Regulatory Asset Charge ("TCRAC"). TEP's third alternative, which it terms as "hybrid,"
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l

2

3

4

5

6

7

8

presents a variation on the cost-of-service approach. TEP would remove two of its low-

cost coal generating assets from rate base (claimed to have been chosen by TEP in part

because they are jointly owned with others, rather than solely owned by TEP), sell the

output from these assets to wholesale customers (or to itself to serve retail customers if it

sees fit), and retain all margins earned from such sales. TEP would use its remaining

generating assets to provide service to retail customers based on its cost of service, which

would include the additional cost of replacement power purchased from the wholesale

market, including that purchased from the units fomierly available to retail customers at

9 cost.

10

11 Q- How do the rates that customers would pay differ among the three alternatives?

12

13

14

15

16

17

The answer to this question depends very much on the propriety of applying TEP's

proposed TCRAC to the so-called "cost-of-service" alternative. That application makes

this alternative far more expensive than the other two. Eliminating the roost-unusual

TCRAC, however, makes it the least costly of the three alternatives. It also, by the way,

demonstrates that TEP's generation assets have not produced stranded costs, but rather,

stranded benefits. The following chart shows the dlree projected rate paths, with and

18 without including the TCRAC in mc so-called "cost-of-service" rate. Each of the

19 proposals represents a

cents/kWh. 1

significant increase over the current average rate of 8.42

20

A.

1 Response to Staff Data Request 5.11.
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Source: Supplemental Response to Staff Data Request 5.11

5

6

7

I caution that this chart shows the rates as proposed by TEP. Other Staff consultants have

performed the work necessary for determining whether adjustments to the cost factors that

underlie these rates are appropriate.

8

9 Q, Please describe further TEP's cost-of-service method alternative.

10

11

12

TEP would price its transmission and distribution ("T&D") services, as well as its

generation services, on traditional cost-of-service ratemaldng principles, in order to cover

its cost of providing electric service, and allow an opportunity to earn a reasonable rate of

13 return on rate base. TEP proposes a purchase power and fuel adjustment clause

14

15

("PPFAC") to address continuing volatility in fuel and energy costs. The company also

seeks to restore the exclusivity of its CC&N under this alternative.

16

A.

Rate setting under the cost-of-service alternative would follow the same approach used in

TEP's last rate case in 1996. The primary difference is the creation of two regulatory
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1

2

3

4

assets. The first, valued by TEP at approximately $47 million, relates to the costs

(including software changes and contract renegotiation costs) that TEP says it incurred in

the transition to competition under the Settlement Agreement. The company proposes to

include this regulatory asset in rate base.

5

6

7

8

9

10

11

12

The second and far more significant regulatory asset is associated with the alleged

financial impact that TEP claims to have suffered in meeting its obligations under the

Settlement Agreement. TEP performed an analysis to attempt to quantify the revenues

that it claims to have foregone since 2003. That analysis produced a calculation of $626

million of lost revenues that TEP wants to recover beginning in 2009 and continuing over

a ten-year period. After carrying costs, the total amount that TEP seeks to recover from

customers is $788 million. TEP would use the TCRAC to recover this regulatory asset.

TEP's TCRAC would require a surcharge of approximately 1.26 cents per kph.13

14

Q~ Please briefly describe TEP's market method alternative.15

16

17

18

19

2 0

TEP proposes to continue to provide T&D services, must-run generation, and ancillary

services under traditional cost-of-service principles. TEP would not, however, base the

generation component of its rates on cost. A proxy market price, terned the Market

Generation Credit ("MGC"), would replace TEP's current generation price.

21

22

23

24

25

26

27

A.

The company proposes to calculate its market proxy MGC in the same way that it is

calculated now for the purposes of the floating CTC under the Settlement Agreement. The

MGC is a weighted average of both on-peak and off-peak pricing components. The

monthly on-peak MGC is based on a three-day average projection of settlement prices

from Platts Long-term Forward Assessment for the Palo Verde forward price, adjusted for

line losses (and TEP's must-run generation). Although Platts is a long-term index, the

company is using it only in a short-term fashion in order to project settlement prices for

t
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1

2

3

the coming month. The company uses a simple ratio of on-peak and off-peak rates from

The Dow Jones Palo Verde Index for the same month in the prior year to calculate the off-

peak MGC.

4

5

6

7

8

9

10

The market alternative would require TEP to provide generation services to retail

customers at die market proxy price. TEP could use its generating assets to serve its retail

customers or wholesale customers, at its discretion, and to purchase power from others

under terns and conditions of its choosing. TEP would retain any positive or negative

margins gained from charging retail customers at the MGC price.

11

12

By determining the generation component of rates based upon an index, ratepayers will be

subj ected to the short-term volatility of the wholesale market. The MGC does not reflect a

meaningful market-based price, which should reflect a well-balanced supply portfolio

comprised of a blend of short- and long-term supply arrangements. The price that

customers pay for generation service will bear no relation to TEP's actual cost of

providing that generation service. These actual costs will be a based on a combination of

the company's own generation costs and the cost of purchased power. Unlike its

customers, who would be subjected to the capricious short-term wholesale market, TEP

will be free to pursue longer-term supply arrangements at more advantageous terms.

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Under the market alternative, TEP would also agree to open its entire territory to retail

competition. TEP also seeks to recover approximately $14 million of the costs that the

company claims it incurred to implement competition under the Settlement Agreement, as

a regulatory asset included in its T&D rate base. In essence, therefore, this alternative

would trade recovery of $788 million in alleged lost revenues in TEP's cost-of-service

alternative for the ability to charge far more for generation service than TEP's actual cost

of service.
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1 Q~

2

3

4

Please briefly describe the hybrid alternative.

TEP's T&D and generation rate components follow the cost-of-service approach, they

would also include a PPFAC and recovery of the $47 million regulatory asset for

transition costs. TEP also would open its market to retail competition for customers with

5 a load of 3 MW or higher.

6

7

8

9

TEP's exclusion of certain of its generation assets from rate base comprises the primary

defining characteristic of this alternative. Those assets consist of its interests in Navajo

Units 1, 2, and 3, and Four Corners Units 4 and 5. The company would retain the

discretion to make sales from these excluded assets to the wholesale market or to use them10

11

12

13

14

15

to supply its own retail load. In general, this alternative would require TEP to rely more

heavily on purchased power (perhaps Nom these very same, jointly owned units) to serve

retail customers, given the loss of these low-cost units on an at-cost basis. TEP estimates

that Arizona jurisdictional customers will pay approximately $38 million more per year, if

the Navajo and Four Comers assets are reclassified as competitive assets.2

16

17

18

19

20

21

22

23

In essence, the company intends for the hybrid proposal to trade recovery of $788 million

in alleged lost revenues for the ability to retain all future revenues and profits associated

with Four Corners and Navajo. These low-cost coal-tired units comprise particularly

valuable components of TEP's power-supply portfolio. The company's forecast of net

operating income from these two plants if the output were sold exclusively into the

wholesale market is [CONFIDENTIAL] per year for the 2009 to 2015 period, or

approximately [CONFIDENTIAL] on a nominal basis.3

A.

2 Response to Staff Data Request 7.10.
.3 Confidential Response to Staff Data Request. 5.27.
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1 Q- market expectations underlying the Settlement

2

What do you perceive as the

Agreement's execution?

3

4

5

6

7

8

9

10

11

12

The Settlement Agreement created a structure that depends upon the development of a

robust array of suppliers, thereby creating a retail market characterized by vigorous

competition. It appears that the parties considered such a market to be the one best

designed to assure low costs and adequate resources to supply retail electric customers.

The Settlement Agreement envisioned TEP's becoming a T&D company by year-end

2002, through divestiture of its power-supply portfolio at market value. The divested

assets would have become part of the pool of resources available for use in supplying

retail markets, including TEP's. The Settlement Agreement also provided for recovery of

what are traditionally referred to as "stranded costs," i.e., (a) the costs of transitioning to a

competitive market, and (b) the net of above- and below-market values on assets divested.

13

14

15

16

17

18

19

Nothing in the Settlement Agreement closed the door to re-examining the course of

restructuring in the event that competition failed to develop. The same would be the for a

market that did develop, but failed to deliver expected benefits. Certainly, Commission

actions since the Settlement Agreement demonstrate that prudent utility management has

required flexibility in responding to what have been turbulent market conditions and

market-design re-evaluations.

20

21 Q~ How have circumstances since the execution of the Settlement Agreement compared

22 with such expectations?

23

24

25

26

27

A.

A. The failure of competition to develop and of customers to have real choices had become

an evident and significant concern shortly alter the start of full retail competition. They

have continued to be so ever since. The calamity that befell California provided a clarion

call to stakeholders (not just in Arizona) about the need to look carefully at restructuring

and its implementation. The Commission's stay of divestiture in 2002 came when it was
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1

2

reasonable to expect that markets would not be as robustly competitive as expected, and

that the value of the heavily coal-dominated, base load TEP portfolio exceeded its book

3 value. Since the California experience, it has become clear across the country that retail

4

5

competition has been far from a panacea. A number of states have changed or are

considering changing course.

6

7

8

9

The Commission explicitly shared its concerns about doe lack of progress in restructuring

in a January 2002 letter  from Commission Chairman Mundell concerning the re-

examination of changing circumstances since the Commission adopted its competition

10 rules. Chairman Mundell noted a number of potential alternatives, including, "Stepping

11 back from electric restructuring until it could be made clear that Arizona had the viable

12

13

14

15

16

17

18

wholesale market needed to support retail competition." TEP itself acknowledged this

uncertainty about the future of retail electric competition in its 2001 annual report, noting

that (a) not one TEP retail customer was being served by an alternative electric supplier,

(b) only one such supplier was even licensed to provide service in TEP's territory, (c) TEP

itself had tiled a request seeking to delay its generation divestiture and its obligation to

secure 50 percent of its generation requirement through competitive bids, and (d) Arizona

restructuring was under court challenge.

19

20

21

22

23

24

Retail competition simply has not brought the once-expected benefits to Arizona dias far,

and we must seriously question its ability to do so over the period during which rates to be

set in this proceeding will apply. Similarly, there is no reasonable basis for believing that

the Wholesale generation markets relevant to TEP will be able to promote greater economy

than would exist under cost-of-service regulation.

25

26

27

Uncertainty over the future of carbon-emission control adds even more uncertainty, as the

ability to add traditional sources of power has become more problematic. Utility
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1

2

3

4

5

6

regulators concerned about state efforts to address carbon control have a greater interest

than perhaps they ever have had in overseeing the development of ways to meet customer

needs in growing regions of the country. Growing emphasis on the promotion of

alternative forms of meeting and reducing electricity consumption also favors a regime

that gives regulators a meaningful role in planning and ensuring the creation of new

generation resources.

7

8

9

10

11

12

In summary, the benefits of moving to retail competition have not materialized, the intent

of the Settlement Agreement did not come to fruition. The primary objective of the

agreement is no longer realistically obtainable. The question now for the Commission is

which alternative, one based on cost-of-service principles or one that is ptuportedly

market-based in whole or in part, is in the best interest of customers moving forward.

13

14 Q- Please describe the benefits that the Commission anticipated in approving the

15 Settlement Agreement.

16

17

18

19

20

21

22

23

24

25

26

27

A. Decision No. 62103 describes them with particularity on page 17, stating that, "The

Settlement allows every TEP customer to have the immediate opportunity to benefit from

the change in market structure while maintaining reliability and certainty of delivery.

Further the Settlement in conjunction with the Electric Rules will provide every TEP

customer with a choice in a reasonable time frame and in an orderly manner. This

Commission supports competition in the generation market because of increased benefits

to customers, including lower rates and greater choice." The Settlement Agreement

reinforces these goals, and adds important guidance in interpreting the agreement. It states

at page 2 that, "The parties further believe that competition in the electric industry will

benefit all customers in providing greater efficiencies and lower electric power costs.

Accordingly, this Settlement Agreement is to be interpreted so as to bring about these

customer benefits as soon as possible."
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1 Q- Which of those benefits actually came to pass during the Settlement Agreement's

2

3

transition period?

The only benefit that actually occurred was die maintenance of reliability and certainty of

4 delivery, which was, of course, not maintained due to the Settlement Agreement.

Customers did not secure either immediate or eventual access to increased choices. Lower5

6

7

8

rates through the development of a competitive market also did not materialize.

Moreover, I believe that there is at present no way to interpret (or apply or enforce) the

Settlement Agreement so as to bring about these customer benefits in any meaningful

9 way.

10

11 Q.

12

13

14

15

How do you believe TEP's so-called "market" and "hybrid" alternatives compare

with market-based alternatives to cost-of-service ratemaking?

They do not reflect the kind of marketplace envisioned by the Settlement Agreement, nor

are they truly "market" alternatives in any meaningful sense. They have no apparent

connection with how prices would be determined or what prices would apply if customers

16 had a sufficient array of choices. Instead, they are in practical terms no more than

17

18

alternate approaches for TEP to recover losses allegedly experienced under the Settlement

Agreement, by charging higher prices without the discipline that real choices give to

customers.19

20

21

22

23

24

25

26

TEP actually does not claim that the hybrid alternative is market-based at all. The price

component for generation paid by customers under the hybrid approach would continue to

be set by cost-of-service principles, with high-value generation assets set apart to allow

TEP to earn bonus margins. TEP's assertion that the joint ownership of these assets has

some bearing on their selection for removal from cost-of-service pricing is dubious.

Under cost-of-service pricing, in Arizona and elsewhere, such units have been treated the

27

A.

A.

same. They have also been dispatched without regard to their number of owners. The
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1

2

3

4

5

6

7

8

more relevant factor for selecting them appears to be that they fall among the lowest cost -.

and therefore most valuable - producers in TEP's resource portfolio. I consider this factor

far more likely to have been the reason for their selection. Increased profitability for TEP

would come at the expense of ratepayers, who would pay approximately 0.5 cents/kWh

more for generation services under the hybrid alternative (as compared with the cost-of-

service alterative).  This amount is in practice nothing more than a penalty associated

with re-pricing the units from cost to "market" price (as TEP would like to define it). The

following chart depicts the direct relationship between the two pricing approaches.

9

4

10

11

12 Source: Supplemental Response to Staff Data Request 5.1 l

13

14 Q-

15

16

Please comment on the claim on page 7 of the direct testimony of Mr. Pignatelli that

TEP is entitled to "charge rates for generation service based on the market-based

method set forth in the 1999 Settlement Agreement."

17

18

A. That claim contemplates the use of the Market Generation Credit, or "MGC" rate provided

for  by the Set t lement  Agreement . T he cla im is  not  suppor ted by the Set t lement

Agreement,  for a number of reasons. First,  the agreement contemplated divestiMe by

TEP. That divestiture has not occurred, and TEP has supported its non-occurrence. Had it

occurred, TEP would not have charged MGC-based rates in 2009 under any method set
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1

2

3

4

forth in the agreement. As the provider of last resort, TEP would not have charged MGC-

based rates, but rather would have charged standard offer rates determined by the

Commission on the basis of the costs it secured from third parties in a competitive

solicitation. If TEP were somehow eligible to operate as a competitive provider, TEP, like

all other competitors, would charge whatever price the market would bear.5

6

7

8

9

10

11

Thus, Mr. Pignatelli's statement about entitlements based on the Settlement Agreement is

incorrect in at least the following three ways: (1) the necessary condition of divestiture has

not come to fruition, (2) MGC-based pricing would not apply to standard offer service.

from TEP, and (3) if TEP were eligible to provide competitive service, TEP would charge

whatever rate the market would bear, not some predetermined market proxy rate.

12
'so

l:. 13 Q- What is the stated purpose of the MGC?

14

15

16

17

18

19

20

21

22

23

2,

A. It is not to set rates indefinitely. As stated in Pignatelli Exhibit JSP-5, it has two purposes:

(1) to establish a price to compare to prices being offered by competitors, and (2) to enable

the calculation of the floating component of stranded cost recovery. The price to compare

would not be relevant post-divestiture, at which time the cost to compare would be

established by reference to what TEP pays to acquire energy from the market. The

calculation of the floating component of stranded cost recovery would also not be relevant .

following the termination of that rate element. The decision approving the Settlement

Agreement makes it clear (see page 6 of Decision No. 62103) that the purpose of the CTC,

which relies in part on the MGC, was for the specific purpose of recovering a defined

amount ($233 million) of estimated stranded costs, not to set a market-rate for indefinite

application.
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1 Q-

2

3

4

What significance do you attach to TEP witness Pignatel l i 's  observation that there is

no end date to the applicability of the MGC?

None. First,  Decision No. 62103 makes repeated reference to die "transition" period

created for the recovery of stranded costs and MGC-based standard offer prices. The

decision also expressly contemplated (see page 14) generation asset divestiture in 2002,

after which TEP would procure the energy needed for standard offer service in accordance

with the Commission's Electric Competition Rules.

5

6

7

8

9

1 0

11

12

13

The MGC also does not constitute what can properly be described as a market rate. It

does represent a reasonably l iquid price for certain types of power at a certain location.

However, as TEP's witness Hushes makes clear at page 48 of his direct testimony, the

actual  prices that TEP pays to secure the power i t provides to customers may differ.

Specifical ly, he says that, "TEP would competitively procure its additional needs in the

market and customers would continue to pay the MGC for generation service, irrespective

of the actual price paid by TEP." In other words, the MGC cannot be taken as a reflector

of market prices overall.

14

15

16

17

Q. Descr ibe  more  par t icular ly  your  reasons  for  not  conside r ing  TEP's  marke t18

19

20

alternative to be market-based.

21

A.

A. The rates that customers would pay for generation under the market alternative are not

market-based at all in the sense contemplated by the Settlement Agreement. This is so

because they do not depend on TEP's costs to procure generation on behalf of retail

customers from the wholesale market. The indices that TEP proposes to use to set the

MGC are relatively short-term. They do not accurately reflect the prices attainable by

building a supply portfolio that takes advantage of long-term bilateral agreements Nom

suppliers in the market. Relying on short-term market indicators was one of the
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1 characteristics of the failed California market, andit is a particularly troubling aspect of

2 TEP's market alternative.

3

4

5

Despite its name, the market alternative is actually not a time market-based approach for

rate setting. I view this alternative as having all the downsizes of divesting high-value

6 assets without any of the benefits. TEP's approach would accomplish the part of

7

8

9

10

divestiture that works against customer interests, i.e., it deprives them permanently of

cost-based access to TEP's low-cost generation assets. If this divestiture were truly

market-based, however, customers would receive compensation for the loss when the

assets were transferred. This compensation would comport with the traditional regulatory

11 view.

12 assets.

Certainly, retail customers historically have paid rates on the basis of the cost of the

over a substantial portion of the lives of the assets, suchThis means that,

13

14

15

16

17

18

19

20

21

customers will have borne the risk that those costs will not be exactly equivalent with

some derived market value. In essence, the cost differences that TEP shows among its

three alternatives do little more than capture the difference between costs and "market."

As customers should in any event gain the value of that difference (for the same reasons

that TEP charged them up to now on the basis of the assumption that the value difference

went the other way), all that TEP's market and hybrid alternatives do is appropriate value

that should be available for customers. Even if there were a sound way to implement

TEP's market and hybrid approaches, that implementation would require that TEP

compensate customers for the market values of low-cost generation.

22

23

24

25

It is difficult to see how malting customers properly whole could do anything other than

eliminate the difference between cost-of-service pricing (absent, of course the vast penalty

imposed by the TCR.AC) and the other two alternatives. In other words, only by

converting to its own benefit the rest of what it "owes" customers in the event of a true
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1

2

market approach can TEP construct an approach that gives it the excessive returns of the

market and hybrid approaches.

3

4 TEP's market alternative would cause customers to lose their access to generation but

receive no compensatory offset. Because TEP would actually keep the assets and use

them to at least partially supply its retail customers, it has to rely upon a convoluted

formula to set the price to be paid by customers, in an attempt to mimic actual market

forces. The price paid by customers would not be the result of competing offers from

alternative suppliers, which is the true hallmark of a market-based pricing regime.

5

6

7

8

9

10

11

12

13

14

Q. How would you characterize TEP's offer to open some or all of its territory to

competition under the market and hybrid alternatives?

TEP's offer to open some or all of its market to retail competition under these two

proposals gives customers cold comfort at best. The retail market has failed to develop to

this point, and there is no reason to believe that the company's alternatives will make

further advances in retail competition possible, let alone likely.

15

16

17

18

19

Q. Summarize your views about TEP's market and hybrid alternatives.

20

21

22

23

24

25

26

27

A.

A. TEP's two proposals are clearly not market-based alternatives at all. The hybrid

alternative is actually a derivative of cost-of-service ratemaldng combined with an attempt

to transfer die benefits of TEP's high-value generating assets from ratepayers to

shareholders. The market alternative merely reflects the company's desire to effectively

continue to serve its entire market as a monopoly provider, just at a higher price. These

two alterative proposals are troubling in my view, and represent a significant step away

from long-standing approaches to ensuring the lowest cost, reliable service to customers.

The practice of other states, to my knowledge, has not been to allow a utility to retain

generating assets, without adjustments for above-market value (other than must-run units
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1

2

3

or those needed to provide ancillary services) at the utility level, instead of transferring

them to an affiliate. I know of no precedent for allowing a utility to sell power to itself

with no protections from self-dealing, which could occur under the hybrid proposal.

4

5

6

7

8

9

10

11

12

The market alternative would transfer from customers to UniSource shareholders the

ability to capture the value of generation investments that, when made, were at ratepayer

risk of proving to be above market in cost. This inequity is compounded by the fact that

TEP has already captured significant earnings via stranded cost recovery on the premise

that its generation costs were above market. TEP denies any responsibility to return the

earnings that it obtained under stranded cost recovery pursuant to a forecast that proved

wrong, and it now seeks to obtain additional windfall profits from selling power at market

prices that are well above its actual generation costs.

13

14 Q-

15

Discuss the potential for the market or hybrid alternatives to be a lower cost

alternative than cost-of-service during the period when new rates will be in effect.

16 I do not believe that there are any material prospects that the market or hybrid alternative

17 could produce rates lower than those that would result from cost-of-service ratemaking. It

18

19

20

21

is extremely unlikely that market prices would drop below the cost of base load coal

generating units, which supply a comparatively high portion of TEP's retail load. The

costs of these units have not been setting the market clearing price, it is not likely that they

will for the period during which new rates will be in effect.

22

23 Q- What criteria do you believe are appropriate for determining which rate approach is

24 in the public interest at this time?

25 First and foremost, I believe that the chosen rate setting method should be consistent with

26

27

A.

A.

the obligation to ensure just and reasonable rates. The rate setting method should support

the provision of safe and reliable electric service at the lowest possible cost over time.
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1

2

3

4

5

6

7

8

9

Another important public interest consideration is retaining the flexibility to meet the

challenges of an industry in great flux and under great uncertainty. Determining afresh the

regulatory role in planning and ensuring the creation and deferral of new energy resources

should comprise a major focus of the commission at this time. Uncertainty about future

carbon-emission standards and the ability of independent power producers to add needed

generation resources is likely to continue. Similarly, efforts to stimulate alternative

energy sources and offsets to energy use are likely to remain important for some time.

Cost-of-service regulation offers significant flexibility in promoting alternative forms of

both meeting demand and reducing electricity consumption.

10

11

12

13

14

15

Some commissions also believe that continuing to encourage the development of retail

competition, even though it has not been widely successful to date, is in the public

interest. None of the alternatives presented by TEP, even the so-called "market"

alternative, would promote the progress of retail competition in the state. And, of course,

to the extent that such promotion may no longer remain a goal, TEP's alternatives become

16 irrelevant.

17

18

19

20

21

If one views TEP's alternatives in the proper context, I believe that the cost-of-service

approach is clearly preferable, Ir meets the criteria for just and reasonable rates as well as

other public interest concerns. Excluding the TCRAC, the colnpany's rate projections

under the three alternatives clearly demonstrate that cost-of-service is the most reliable

22

23

24

and lowest cost option. Moreover, nothing about cost-of-service raternaking deprives TEP

of a meaningful opportunity to earn returns sufficient to enable it to attract the capital

necessary to make new investments and to maintain the usefulness of existing ones.

25

26 Only by burdening the cost-of-service alterative with the obligation to amortize a

27 massive regulatory asset can TEP even begin to call its superiority into question. Even

I
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1

2

3

4

5

6

7

8

then, TEP's claims cannot change the attractiveness of the cost-of-service approach over

the long-term. That said, however, TEP's proposals load the cost-of-service alternative

with considerable baggage over the short- to mid-term. Because the Company's lost

revenues claim has the potential to significantly change the nearer term economic impacts

of the alternatives, it becomes important to subject it to close scrutiny. It takes only a

moderate TCRAC decrease to eliminate the surface-level economic appeal of the hybrid

or market alternatives. In fact, our analysis has shown that TEP has not, nor is it likely

that it could, defend a TCRAC at any level.

9

10 Q- To what extent has TEP moved away from cost-of-service regulation under the

11 Settlement Agreement?

12

13

14

15

16

17

18

19

20

21

A. TEP's prices have remained subject to cost-of-service ratemaking. Adoption of MGC-

based pricing elements provide a basis for stranded cost recovery and for giving customers

a price to compare against bundled TEP prices. The floating CTC, however, clearly has

the effect of conforming prices to costs. Even had TEP divested its generation assets and

competitors come to its region, cost-of-service principles would remain for standard offer

service, given the requirement that TEP base prices on the costs it paid for energy to

provide such service. If TEP had ever become eligible to offer competitive service, TEP

would have presumably sought Me right (like any other competitor) to offer non-cost

based energy prices. However, even those would not be based on the MGC, but rather on

the forces that influence pricing generally in robustly competitive markets.
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1

2 Q-

3

4

5

6

7

8

9

10

11

TEP'S CLAIM OF FINANCIAL HARM UNDER THE SETTLEMENT AGREEMENT

Please comment on the claim on page 20 of Mr. Pignatelli's direct testimony that the

"TCRA will place TEP in the position it would have been but for the 1999 Settlement

Agreement."

That statement can only begin to make sense if TEP would have been able to support a

claim of a substantial revenue deficiency (using the ratemaldng principles that would have

applied in the absence of the Settlement Agreement) during the years that the agreement

controlled rates. Moreover, all of the years of the agreement's controlling influence on

rates would be relevant in determining what "position" TEP would have occupied under

the traditional ratemaldng concepts that would have applied in the absence of the

Settlement Agreement.

12

13 Q- Please summarize your observations about the legitimacy of TEP's analysis

14

15

16

17

18

19

20

supporting its claim of $788 million in lost revenues.

21

22

23

24

25

26

27

A.

A. Liberty reviewed the TEP analysis underlying the claim. We found TEP's claim that it

should recover $788 million due to harm suffered under the Settlement Agreement to be

without solid foundation, and we found the analysis supporting its claim to be profoundly

flawed. Specifically, the company: (a) artificially truncated its analysis, having failed to

recognize the benefits to TEP during the early years of the settlement period, (b) arrived at

its $788 million figure by inappropriately using 2003 data, (c) made no effort to address

the adjustments proposed by Staff and others to 2003 data during their reviews in the 2004

proceeding, (d) compounded the errors it made in its analysis of 2003 data by

simplistically extrapolating its claimed 2003 shortfall through to 2008 rather than basing it

on a year-by-year analysis, (e) failed to take into account the $656 million of fixed CTC

revenues it received, (f) failed to analyze any benefits to TEP of regulatory bold<eeping

changes, (g) gave no consideration to what its profitability would have been had a truly

competitive marketplace emerged, (h) failed to take into consideration the benefit to TEP
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I

2

3

during the settlement period of a hypothetical capital structure, and (i) breached its duty to

fully consider (and use if appropriate) securitization to reduce customer costs under the

Settlement Agreement's CTC.

4

5 Q- Please describe your finding that TEP's lost revenues analysis was artificially

6 truncated.

7

8

9

10

11

12

13

14

A particularly serious flaw in TEP's analysis was. the truncation of the period it covered.

TEP has offered no evidence about how it fared before 2003 under the rates set forth in the

Settlement Agreement. It is inappropriate for TEP to ignore this period, particularly since

it was a time of very robust revenue and profit growth. A claim that the Settlement

Agreement produced harm from 2003 onward invites inquiry into what happened during

die rest of the time it was in effect, i.e., 1999 through 2002. A complete analysis should,

far &om ignoring this period, actually give it greater weight, given traditional time-value»

of-money concepts.

15

16 TEP's choice not to include this period is telling, it is also certainly not accidental. Its

17

18

19

20

21

22

23

absence fundamentally undermines any claim that TEP's results should be taken as

reflective of the Settlement Agreement period as a whole. TEP has the burden to prove

that it suffered harm. Eliminating such a large part of the period in question from its

analysis, with nothing more, would demonstrate a failure to meet the burden of

demonstrating that its actual financial results differed from those that it might have

expected, had traditional regulation continued. In fact, there is quite a bit more, and what

more there is directly contradicts TEP's claim.

24

25 Q- How did TEP fare under the Settlement Agreement prior to 2003?

26

27

A.

A. Rather than curtailing profitability, the rate freeze under the Settlement Agreement

actually proved to enhance it as time passed. The company's annual reports for the 1995
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1

2

3

4

to 1999 period, prior to the Settlement Agreement, clearly highlighted very significant

decreases in operating and maintenance ("O&M") and generation fuel expense from 1994

levels, which formed the basis of Hosen rates. The graphs in Exhibit AAA illustrate these

changes. For example, actual O&M costs dropped from 1.5 cents/kWh in 1995 to 1.1

cents/kWh by 1999, a decrease of over 25 percent. TEP has said that it experienced a total

headcount reduction of 15 percent in 1996, and also undertook significant efforts to reduce

administrative and generation ("A&.G") expenses.4

5

6

7

8

9

10

11

12

Indeed, the company's forecast of average rates in this proceeding proves that TEP has

made large strides in reducing its costs since the Settlement Agreement. The company's

average rate component for T&D in 2009 is 2.28 cents/kWh, which is nearly 20 percent

lower than that in place during the settlement period, 2.76 cents/kWh.5

13

14

15

16

17

18

19

20

21

containment »=6

22

23

24

The 1996 rate case decision established a moratorium period prohibiting filings seeldng a

change in rates before January 1, 2000, except for conditions of emergency "or for sharing

of benefits with customers of cost containment efforts where appropriate." The settlement

agreement in the 1996 case included TEP's express statement of an intention "to ensure its

customers receive their fair share of the benefits of efficient operations and successful cost

The 1998 Rate Settlement that followed shared with customers only a

small portion of cost savings. What followed next was the 1999 Settlement Agreement.

Decision No. 62103 approving the Settlement Agreement noted that some parties had

argued for a new cost-of-semlce study at the time. That study did not take place, the

Commission decided to allow TEP to continue to charge rates based on the 1994 test year

to avoid die year or more delay that would be caused by a new cost-of-service study.

TEP, in speculating now what might have happened had the Settlement Agreement not

Response to Staff Data Request 6.5
Response to Staff Data Request 5.11
Decision No. 59594
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1

2

3

4

applied, now ignores the potential for rates, at least at that time, to have fallen

significantly. Moreover, there remains the question of how TEP might have been called

upon to further honor its earlier commitment to share with customers cost savings that had

been underway for an extended time.

5

6

7

8

9

10

Q- Describe Liberty's efforts to estimate the benefits that accrued to TEP in the years

between 1999 and 2002.

11

12

We calculated an estimate of savings impact from 1999 through 2002, based on yearly

sales, generation, and the reductions in O&M and generation fuel expense cited in the

company's annual reports. We also asked TEP to provide figures for the equivalent O8cM

and generation fuel expense used in the 1994 test year. For example, although TEP's

actual O&M expense for 1995 was approximately 1.50 cents/kWh, the company claimed

that the equivalent amount in its 1994 test year was 1.43 cents/kWh.7 We measured the

impact of the O8cM reductions by multiplying the yearly wholesale and retail sales by the

difference between the company's actual O8LM rate for the year and the O&M component

of the frozen rate. Similarly, we calculated the effects of generation-fuel expense

reductions by multiplying yearly generation by the difference between the company's

actual yearly expense rate and the generation fuel expense component of the frozen rate.

13

14

15

16

17

18

19

20

21

22

We understand that this approach does not account for other changes that may have

occurred in TEP's cost of providing service during that time (e.g., new investments, cost-

of-capital changes). Nevertheless, it is clear that other changes would have to be very

large to offset the benefits of reduced O&M and generation fuel expense

A.

Response to Staff Data Request 8.4¢
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1 Q-

2

3

4

What results did Liberty's analysis produce?

Exhibit BBB shows the resulting calculation for 1999 through 2002. Margins attributable

to the spread between the frozen rate and actual O&M and generation expenses were

approximately $212 million. The revenue equivalent of that figure is $353 million, using

TEP's conversion factor of l .6609.5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Next, we took into account the time value of money, which would more heavily weight

amounts in earlier years. This step began with TEP's analysis of revenue shortfall plus

carrying costs (TEP Exhibit KcG-l, Calculation of Foregone Revenues Under Rate

Freeze), which supported its lost revenue figure of $788 million. We added the $212

million (treated as operating income) to TEP's analysis, treating the years 1999 through

2002 as a "negative shortfall." Then, we applied the same cost of capital dirt TEP used in

its analysis, 8.78 percent, to calculate carrying costs on early years of over-earnings, as

illustrated in Exhibit CCC. The resultant ending revenue balance was approximately $113

million. Stated differently, the over-earnings that Liberty calculated in earlier years would

eliminate approximately $675 million of TEP's claimed harm from 2003 onward. This

analysis demonstrates how significant TEP's error in ignoring the early part of die

settlement period may be. The effect of this over-earning in early years of the Settlement

Agreement would alone place the projected rate path under the market alternative clearly

above that of the cost-of-service approach.

21

22

23

24

25

26

Our original analysis assumed that the O&M rate contained in TEP's 1994 test year was

the same as its actual O&M costs for 1995 (1.50 cents/kWh), which I believe was a

reasonable assumption, given that O&M costs were falling over that period. I chose to use

TEP's figure of 1.43 cents/kWh because it was more conservative. Under my earlier

analysis, however, TEP's over-earnings in the earlier years essentially cancelled out the

entire lost revenues claim.27

A.



Direct Testimony of John Antonuk
Docket Nos. E-01933A-07-0402 and E-01933A-05-0650
Page 32

1 Q- How did TEP's use of 2003 results drive its calculation of $788 million in lost

2 1-¢venueg'7

3

4

5

6

7

8

9

10

11

12

13

TEP took little more than a "back-of-the-envelope" approach to calculating its total lost

revenue figure. The simplicity and arbitrariness of its approach does not come close to

being in proportion to the vast sum (95788 million) it seeks to recover. The company failed

anything approaching a rigorous year-by-year analysis even for the selected years it did

examine under the Settlement Agreement. In effect, what TEP did was to analyze a single

year (2003), and then routinely apply the results it obtained to the years 2004, 2005, 2006,

2007, and 2008. TEP's simple grossing up of 2003 adjustments is arbitrary and

unconvincing, given the need for a year-over year analysis to support the kind of claim it

makes. TEP erred substantially in using revenue growth as a basis for extrapolating

revenue deficiency. For TEP to simply assume that all other income-affecting factors

follow revenue is illogical, particularly for a utility experiencing high growth and

14 increasing profitability.

15

16 Q- How did CTC revenues figure in TEP's calculation?

17

18

19

20

21

22

23

2 4

25

Incomprehensibly, TEP has argued that the monies it received for the fixed CTC were not

"revenues" in the same sense as other monies that it received, and therefore excluded the

fixed CTC revenues (and associated expenses) as adjustments to 2003 operating income.

One of the more glaring shortcomings of TEP's analysis is that it never takes these

stranded cost revenues into account at all, despite the fact that it never actually incurred

stranded costs in this magnitude. The $656 million in fixed CTC revenues TEP has

received through the third quarter of 2007 (consisting of $404 million in amortization of

stranded cost, plus return and income tax of $252 million) are somehow lost from TEP's

lost revenue analysis. TEP's choice to ignore these revenues is inappropriate on its face.

26

A.

A.

ll lll_llll 'I-111l-11111
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1

2

3

4

5

Also, after the Settlement Agreement decision, TEP instituted a number of changes in its

regulatory bold<eeping, including the creation of a regulatory asset to amortize purported

stranded costs. These changes were ultimately unnecessary, as TEP has no stranded costs

and has not divested its generation. The company's lost revenue analysis makes no

attempt to determine the benefit to TEP of these bold<eeping changes and to use such

benefits to offset some of the claimed losses.6

7

8 Q-

9

How representative do you consider a 2003 test year to be as the basis for the

company's claims"

10

11

12

13

14

15

The year 2003 can not be considered a typical year from a ratemaking perspective. It

included the efforts and costs necessary to acquire and integrate two new utility

operations. Experience shows that such efforts produce long-term savings, but immediate-

term costs (especially in the first year). The year 2003 also witnessed the proposed

acquisition by Saguaro, another source of non-recurring costs. Similarly, TEP experienced

a significant amount of unplanned outages at its coal generating facilities during the year.

16

17 Q. What is your opinion of TEP's adjustments to 2003 operating income?

18

19

20

21

22

23

24

25

TEP made $68.6 million of downward pro forma adjustments to actual 2003 operating

income, which resulted in its calculation of an overall gross revenue deficiency of $111

million. We have reviewed the testimony of Staff and RUCO put forth in the 2004

proceeding. The adjustments made to TEP's operating income deficiency by Staff and

RUCO in that proceeding must be considered when viewing TEP's claim. It is important

to note that both Staff and RUCO did not complete a full review of the adjustments,

ending their analyses when it was clear that they would not find grounds for a rate

decrease. Nevertheless, their adjustments substantially reduced the amount claimed by

26 TEP. Staffs analysis, for example, found that TEP's claimed revenue shortfall of $111

I.

27

A.

A.

million in 2003 was actually closer to $67 million. This is a drastic reduction, considering
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1

2

that Staff at that time did not investigate or challenge TEP's pro forma adjustment for

stranded costs, which constituted the lion's share of TEP's adjustments to operating

income.3

4

5

6

7

8

9

10

It is not possible to tell what the Commission would have made of the TEP claim or of the

Staff/RUCO adjustments in a litigated rate case. However, I found the adjustments by

Staff and RUCO generally to be logical, analytically supported, and demonstrative of the

type one would expect. TEP simply sidestepped the issues raised byStaff and RUCO, and

failed to incorporate any of the suggested changes into its current analysis.

11

12

13

I believe that the evidence supports a conclusion that TEP would not have been able to

substantiate a claim of under-eamings at the magnitude it presented. In fact, taldng into

account the stranded cost recovery TEP was receiving, it appears likely as not that TEP

would not have been able to show any significant under-eamings on the basis of a 2003

test year. This conclusion is strengthened even more when one considers that actual TEP

equity levels further undercut a conclusion of under-earning.

14

15

16

17

18

19

20

21

Q- Discuss the significance of the Commission's use of a hypothetical capital structure to

set TEP rates in connection with its claim of harm from operating under the

Settlement Agreement.

22

23

24

25

26

27

A. Even if TEP had established a sound basis for the claim that it suffered harm under the

Settlement Agreement, its analysis inappropriately fails to consider a benefit that it has

clearly gained from the Commission's use of a hypothetical capital structure that is far

more equity-rich than TEP's has actually been. The use of that structure has contributed

greatly to TEP in the period covered by the Settlement Agreement. Debt ratings have

steadily improved. Equity has grown at a high and steady rate (as debt has fallen) that

could not have been accomplished without the support of the Commission through its
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1

2

3

4

acceptance of a hypothetical equity level. Also, expensive debt has been exchanged for

less costly debt. The use of TEP's actual capital structure to set rates would have reduced

the utility's substantial profits, thereby reducing the cash available to bring its capital

structure to more typical utility levels.

It contradicts basic standards of fairness to fail to acknowledge and account for the

benefits that TEP has received Eorn the use of non-traditional ratemaking principles

during the same period in which it makes an accounting (albeit a wholly deficient one) of

harm it contends it has suffered.

5

6

7

8

9

10

11 Q, What did you conclude regarding TEP's claim of financial harm under the

12 Settlement Agreement"

13

14

I concluded that it cannot be supported. If one takes Staff and RUCO adjustments to the

2003 test year operating income and the over-earnings by TEP in the 1999 to 2002 period

into account, TEP appears to have suffered no financial harm, and may well be far ahead

financially as a result of the Settlement Agreement. TEP's demand for $788 million is

brazen given the insubstantial support the company has offered for it.

15

16

17

18

19

20

21

Q- Do you have any other observations about TEP's entitlement to recover losses it

claims to have experienced since the Settlement Agreement?

22

23

24

25

26

27

A.

A. Yes, that agreement imposed on TEP a material duty that it has failed to perform. The

Commission's 1999 Decision No. 62103 contemplated the possibility of securitizing a

portion of the CTC. Securitization is a method of refinancing that has proven to be an

effective vehicle for reducing the carrying costs associated with stranded cost recovery.

The Decision directed that Settlement Agreement Section 2.l(g) be amended to provide

that, "TEP shall file a securitization plan for any portion of the CTC. Such financing

application will provide that TEP will share the benefits of such securitization with its
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1 customers n The Commission shall issue an order authorizing the securitization if TEP can

2 demonstrate that it is in the public interest.
79

3

4

5

6

7

8

9

10

11

TEP's response to Staff Data Request 7.27, asking the company to describe its

consideration of securitization, indicated a lack of substantial analysis of this option.

Prudence required of TEP serious and ongoing evaluation of the savings that securitization

may have produced for customers. Certainly, any entitlement to recovery of claimed loss

during the period of the Settlement Agreement (even assuming such claim to be valid)

should require that TEP would have undertaken all reasonable actions to mitigate the

impact of stranded costs on customers. The failure to carefully and regularly examine the

potential for savings through securitization constitutes a breach of that duty.

12

13 TEP'S FINANCIAL HEALTH DURING THE SETTLEMENT PERIOD

14 Q- What significance do you generally attach to public reports about utility financial

15 performance?

16

17

18

19

20

They certainly provide good overall indicators of financial performance, however, they

are not in normal situations a substitute for the traditional, focused revenue requirements

analysis that takes place in rate proceedings. Moreover, it can be difficult, even with well-

segmented reporting, to separate costs among the various entities that comprise a typical

utility holding company.

21

22 Q- To what degree do your cautions about such public reports apply here?

23 We have to start by observing that nobody has performed traditional revenue requirements

24 analyses on a year over year basis at TEP since before the Settlement Agreement. In the

25

26

27

A.

A.

face of the staggering amount of money that TEP says it has "lost" since the Settlement

Agreement, it would be useful to have such information - information that TEP, who has

made the claim, should have produced. In its absence, it becomes appropriate to test what



Direct Testimony of John Antonuk
Docket Nos. E-01933A-07-0402 and E-01933A-05-0650
Page 37

1 TEP is saying in this proceeding with what it has been telling the public over the years in

2 question.

3

4

5

6

7

8

9

We have the added advantage here of the fact that UniSource has not had a profit-maldng

non-utility operation throughout that period. Specifically, whatever contribution those

businesses have made to overall UniSource results have been negative. Moreover, for

most of the period, the Citizens operations were not a factor. Thus, I think it is relevant,

given the nature of TEP's claim here, to look to the overall level of financial success that

its parent has had during the Settlement Agreement years.

10

11 Q- What does such an examination tell us, on an overall basis?

12 The Settlement Agreement years have been nothing short of a "boom time" for

13

14

15

UniSource, which has performed extraordinarily well during them. Moreover, TEP's

performance has been the overwhelming driver of the parent's overall success. It becomes

extremely difficult to see how customers could have been paying too little to TEP when

16 UniSource was already near or at the top of U.S. electric utility financial performance. It

17

18

19

20

seems most unlikely that UniSource could have experienced such strong results if TEP

rates were not at least compensatory. That, at the least, is a reasonable position to take in

the absence of convincing, year-over-year revenue-requirements analysis from the utility

that says it has suffered such large deprivation.

21

22 Q- What evidence exists that TEP did very well during the 1999 to 2002 period?

23

24

25

26

27

A.

A. As I discussed earlier, based on my analysis, it appears that TEP was not financially

harmed by the Settlement Agreement, and in fact may have benefited from it. TEP's

claims of harm are more than offset by its over-earnings in the 1999 to 2002 period.

Supporting evidence of such over-earnings is reflected in TEP's and UniSource's reported

financial performance during that period.
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1

2

3

4

Retail revenues grew quite substantially, given a combination of growth in the number of

customers and in usage per customer. Average use by residential customers firm 1994 to

2006 grew by 18 percent, with 25 percent of that increase coming since 2003.8 This

means that TEP primarily benefited from growth in the early years of the settlement

5 period.

6

7

8

9

10

11

In 1999, TEP continued to see consistent and large reductions in O&M costs, which had

the effect of increasing the margin it earned for each unit sold. TEP generated large and

steadily growing amounts of Her cash flow, much of which it used to eliminate very

expensive debt. The reductions in interest expense produced notable improvements in

earnings.

12

13

14

15

16

17

18

19

20

21

22

Particularly significant during this period were the revenues that TEP earned by using the

excess capacity of its generating units to make off-system sales. Coal, the primary fuel for

TEP's generation used to serve retail load, had comparatively stable prices over the

period. This had two beneficial effects. First, retail costs did not increase as significantly

as the prices of other, more volatile fuels rose. Second, opportunities to make off-system

sales and the margins produced by each unit grew correspondingly with increases in the

costs of (primarily) natural gas being used by other regional generators. TEP experienced

repeated and large gains in wholesale revenues (in one year revenue doubled, followed by

another in which they doubled again, reaching a point in 2001 where wholesale revenue

exceeded retail revenue).

23

24

25

26

Measured by both the growth in utility revenues and utility operating income, TEP

experienced major improvements, not degradation, in financial performance between 1999

and 2002. Its especially strong results do not show an inability of rates to cover expenses

8 Response to Staff Data Request 7.20.
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1

2

3

4

and to provide a meaningful opportunity for a fair return. Instead of showing the attrition

typical of periods preceding a rate filing, they actually show an ability to improve

profitability through a strong retail growth rate, a particularly beneficial match between its

sources of supply and wholesale market conditions, and an ability to achieve real

reductions in O8LM and debt costs. The available evidence tends to show an ability of

TEP to earn superior returns through 2002.

5

6

7

8

9

10

11

Q- What were your general conclusions about TEP's financial health from 2003

onward?

12

13

14

15

16

17

Despite its claims of extreme financial hardship under the Settlement Agreement Nom

2003 onward, TEP's public statements show continuing strong financial results overall.

On November 6, 2006, the Edison Electric Institute ("EEl") presented its annual Index

Awards for "outstanding shareholder return over a five-year period" to UniSource in the

small-cap category, commending the company for its 172 percent return over five years.

The industry group cited the strong growth in both the UniSource Energy Services

("UES") and TEP regions and the production of "strong operating cash flows" through the

"solid performance of its coal-based generating fleet." EEl also noted that UniSource had

reduced debt by $500 million since 2001, and increased dividends by an average of 21

percent since resuming them in 2000. Dividends have increased for seven consecutive

18

19

20 years |

21

22

23

24

UniSource has touted the fact that its investors have achieved rewards much higher than

those they could have obtained elsewhere, whether in the electric industry or in American

business in general. In its 2006 Annual Report, TEP showed the following comparison of

total returns since 2005 .25

26

A.
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1
2

3

4

5

6

Between 2004 and 2006, UniSource experienced a 46 percent growth in net income, from

$45.9 to $67.4 mil1ion.9 It is critical to keep in mind that TEP has been the primary

positive contributor to UniSource operating and net income. Non-utility operations have

had consistent losses and the parent has produced net negative expenses through the

7 period in question. Contributions by UNS Gas and UNS Electric have been modest. A11

8

9

of the net income in 2006 came from TEP, the net income of $9 million from UNS Gas

and UNS Electric essentially cancelled out the $9 million loss by the parent and other non-

10 regulated operations.

11

12

13

14

As I noted earlier, UniSource during 2003 had the resources necessary to acquire and

integrate two new utility operations. The year 2003 also witnessed the proposed

acquisition by Saguaro, which clearly signals that the company was viewed as an

attractive one at that time.15

16

17 Q.

18

Are there other public statements emphasizing its financial well-being that

UniSource made during the settlement period?

19

20

Yes, they are simply too numerous to detail. To give one a flavor for the consistently

optimistic and positive messages from the company during the settlement period, I

9 Unisource 2006 Annual Report, page 52.
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A.

Q-

well under the Settlement Agreement.

developed a bulleted summary of statements from UniSource's annual reports from 1999

onward, included as Exhibit DDD. The rosy financial picture that UniSource has painted

in its financial statements underscores the primary point, i.e., that TEP has fared extremely

Yes.

Does this conclude your testimony?
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1 APPENDIX A: PRIOR REGULATORY PROCEEDINGS

2 IN WHICH JOHN ANTONUK HAS PARTICIPATED

3

4

5

6

The Arizona Corporation Commission regarding the acquisition of UniSource. I provided

testimony for Commission Staff regarding the public interest considerations applicable to the

proposed acquisition.

7

8

9

10

2. The Public Utility Commission of Oregon regarding the acquisition of Portland General

Electric. I provided for a group of industrial interveners testimony similar in scope to that

provided in the UniSource acquisition.

11

12

13

14

15

16

17

18

3. The Staff of the New Hampshire Public Utilities Commission regarding the acquisitions

proposed acquisition by FairPoint Communications of the land-line telecommunications

business of Verizon in the states of New Hampshire, Maine, and Vermont. This engagement

included a review of all of matters affecting the public interest, including governance,

management and technical capability, network infrastructure, staffing location and adequacy,

service quality, financial soundness, new-service expansion, sufficiency of rates over time,

service and rates to wholesale competitors, debt and equity financing, future acquisitions, and

19 transition uncertainties and needs.

20

21

22

4. Public Utility Commission of Texas regarding the acquisition of TXU. I testified for the

AARP regarding utility financial and other issues involved in the acquisition.

23

24

25

26

5. The New Jersey Board of Public Utilities (BPU) aS part of its investigation of NUTs finances,

governance, affiliate transactions, controls, and compliance with the conditions established by

the BPU in allowing the formation of a holding company. My role there was to manage a

focused audit to address the matters listed above and to advise the BPU on interim actions27

28

1.

necessary to assure that significant financial difficulties at the holding company did not cause
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1 a failure of Elizabethtown Gas to continue to deliver safe, reliable, and adequate service to its

2 many retail customers in Norther New Jersey.

3

4

5

6. The New Hampshire Public Utilities Commission regarding the agreement that settled the

restructuring of Public Service Company of New Hampshire (DR 99-099).

6

7 7. The New Hampshire Public Utilities Commission regarding the merger of NU and CEI (DE

8 00-009).

9

10

11

The North Carolina Utilities Commission, by affidavit addressing the results of Liberty's audit

of Duke Energy's affiliate transactions and relationships.

12

13

14

15

9. The Pennsylvania Public Utility Commission regarding test-year expense adjustments for

various findings, conclusions, and recommendations firm Liberty's management and

operations audit of West Penn Power Company.

16

17

18

19

10. The Tennessee Public Service Commission regarding the rate-case implications of various

findings, conclusions, and recommendations from Liberty's management and operations audit

of United Cities Gas Company.

20

21

22

11. The Maryland Public Service Commission regarding the rate-case implications of Liberty's

audit of the affiliate relationships and transactions of C&P Telephone Company of Maryland

23

24

25

(now Verizon Maryland) .

12. The Maryland Public Service Commission regarding the rules of conduct that should apply to

relationships between Baltimore Gas & Electric Company and its affiliates in the energy

26 business.

27

8.
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1

2

3

13. The Virginia State Corporation Commission regarding a variety of matters at issue in

arbitrations between major competitive local exchange service providers (including AT&T,

MCI, and Sprint) and Bell Atlantic.

4

5

6

14. The Illinois Commerce Commission on the fuel-procurement practices and decisions of

Central Illinois Public Service Company.

7

8

9

10

15. The Massachusetts Department of Telecommunications and Energy regarding competitive,

market, and affiliate-relationship issues concerning Boston Edison's entry into non-traditional

businesses, including energy marketing and services and telecommunications, as a consultant

to Boston Edison.11

12

13

14

16. The Public Utilities Commission of Ohio, regarding the findings and conclusions reached by

Liberty in its audit of Ameritech retail service performance quality and performance quality

15 m e surer end I

16

17

18

17. Wyoming Public Service Commission regarding the gas procurement arid transportation

practices of K N Energy.

19

20

21

22

18. The Colorado, Wyoming, and Utah public service commissions regarding the status of a

performance measures audit and performance data reconciliation related to Qwest 271 OSS

testing.

23

24

25

19. Maryland Public Service Commission, regarding the Code of Conduct adopted as part of the

BG&E/PEPCO merger.

26

27

28

20. The Virginia Corporation Commission concerning separate arbitrations involving five CLECS

and Bell Atlantic and GTE.
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1

2

3

21. Service as an arbitrator, facilitator, or administrative law judge on a contract basis in the

following state commission proceedings under the Telecornrnunications Act of 1996:

4

5 •

6

AT&T/USWest  interconnect ion agreement  a rbit ra t ion agreement : Idaho Public

Utilities Commission

7 • AT&T/GTE interconnection agreement arbitration agreement: Idaho Public Utilities

Commission8

9 Interconnection agreement arbitrations involving two small CLECs and Qwest: Idaho

10

11

Public Utilities Commission

AT&T/Bell South interconnection agreement arbitration: Mississippi Public Service l

12

13 •

14

15

16 •

17

18

19 •

Commission

Qwest Section 271 Checklist Compliance, Separate Affiliate,  Public Interest,  and

Existence of Local Competition Issues: Idaho, Iowa, Montana, New Mexico, North

Dakota, Utdi, and Wyoming public service commissions

Sufficiency of Qwest Performance Assurance Plan related to Section 271 entry: Idaho,

Iowa, Montana, New Mexico, Nebraska, North Dakota, Washington, and Wyoming

public service commissions

Small CLEC issues forum in connection with state review of Qwest 271 petition:

Montana Public Service Commission20

21 •

22

Billing complaints by three paging companies against Qwest: Idaho Public Utilities

Commission.

23

24

25

22. Service as an advisor to commissioners, administrative law judges, and arbitrators in a number

of other state proceedings related to the Telecommunications Act of 1996:

26

27 • Global settlement of interconnection, universal service fording, and related issues

28 involving all ILE Cs and CLECs: Pennsylvania Public Utility Commission
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1

2

3 •

Three separate ILEC interconnection agreement arbitrations with Bell Atlantic: New

Jersey Board of Public Utilities

Bell Atlantic SGAT and UNE price and access proceedings: Virginia Corporation

4 Commission

5 •

6

Nine separate arbitrations over seven years, involving Bell Atlantic: Delaware Public

Service Commission

7

8

9

Bell Atlantic Collocation proceedings: Delaware Public Service Commission

Verizon 271 entry: Delaware Public Service Commission

Verizon 271 entry: District of Columbia Public Service Commission

10
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My testimony addresses the following issues :

My Endings and recommendations for each of dues areas are as follows:

Tucson Electric Power Company's ("TEP" or "Company") proposed revenue requirement
under the "Cost of Service" methodology.
Adjustments to test year data
Rate base
Test year revenues (including number of customers and usage) and expenses.
Depreciation rates
The Company's requested Purchased Power and Fuel Adjustment Clause ("PPFAC") and
Staff' s recommendations for features to include in a new PPFAC for TEP

The Company's proposed revenue requirement of a base rate increase of $158.2 million is
overstated. On original cost rate base ("OCRB") my calculations show a jurisdictional
revenue deficiency of $9.753 million. I recommend that TEP be authorized a base rate
increase of $9.766 million on adjusted fair value rate base ("FVR.B") under Staff"s option l,
which uses a fair value rate of return of 5.47 percent. Similar to Staffs recommendations
in a recent remand proceeding, Docket No. W-021 l3A-04-0616, concerning Chaparral City
Water Company, Staff is also presenting the Commission with an option 2 for the fair value
rate of return for TEP. Under option 2 the fair value rate of return for TEP is 5.86 percent
and the jurisdictional revenue deficiency is approximately $17.84 million. The Testimony
of Staff witness David Parcell addresses the determination of the fair value rate of return.

EXECUTIVE SUMMARY
TUCSON ELECTRIC POWER COMPANY

DOCKET NO. E-01933A-07-0402

The base rate increases of $9.766 million (under option 1) and $17.84 million (under option
2) equate to percentage increases of approximately 1.4 percent and 2.6 percent over TEP's
adjusted Electric Retail Revenues at current rates, respectively. These increases do not
include TEP's proposed Termination Costs Regulatory Asset, which Staff witness John
Antonuk recommends be rejected. Nor  do  t hey inc lu de t he imp a c t  of  t he DS M ,
Renewables, or PPFAC recovery mechanisms. The impacts of Staffs recommendations on
the recovery mechanisms for DSM and Renewables costs are not yet known and will be
addressed by a Staff witness who will present testimony concerning these items in the rate
design filing. As described in my testimony, Staff is recommending a PPFAC that becomes
applicable for changes in Mel and purchased power costs from January l, 2009 forward (as
opposed to TEP's proposal for a PPFAC which would begin in 2010). Accordingly, Staff
has made an adjustment, C-19, to remove Nom test year operating expenses, an increase in
2009 fuel and purchased power costs proposed by TEP that was based on a preliminary
forecast by TEP of 2009 costs. If the impact of Staff Adjustment C-19 were to be used as a
rough est imate of the ra te change tha t  could result  from a  PPFAC mechanism being
implemented in 2009, this would add approximately $14.3 million to the total rate increase,
or an additional 2 percent on adjusted electric retail revenue.

-1111



Summary of Staff Adjustments to Rate Base

(Thousands of Dollars)

Total Company

Original Cost

ACC
Jurisdictional

Criminal Cost

ACC
Jurisdictional

Fair Value

Adj.
No. Description »

increase

decrease)

kxcrease
(Decrease)

B - l Plant Held Fa Future Use $ (4,014) $ $

B -z Luna Plant Facility $ 48,759 s 46,110 s 46,116

B-2. 1 Luna Plant Facility Accumulated Deferred Income

Taxes $ (38z> s (282) (282)$

B-3 "Implementation Cost Regulatay Asset" $ (24,825) (24,825)s $ (24, 825)

B-4.1 Cadl Won<ing Capital - Lead/Lag Study 5 (2,984) $ (2,626) $ (2,626)

8.4.2 Fuel Inventory s (2,350) $ (2,105) $ (z, 105)

B-5 Accumulated Depreciation & ADIT Related 'ro Cost

of Removal $ (68,077) (73,672)$ $ (107,855)

B~6 Accumulated Depreciation & ADIT Related tn
Un authorized Depreciation Rate Changes s (28,362 $ (30,690 (44,921$

B-7 Miscellaneous Accumulated Deferred Income Taxes,

Account 190 $ (34,536) $ (25,448) $ (25,448)

B-8 Other Deferred Credits $ (3,563) S (2,626) $ (2,626)

B-9 Customer Care & Billing System Cost Allocated to

Afmaates $ (5,736) s (4,367) $ (4,367)

Total of Staff Adjustments (126,070)$ (120,531)s $ (168,939)

TEP Proposed Rate Base s 1,235,693 $ 982,733 s 1,416,014

Rounding 53$
Staff Proposed Rate Base s 1,109,623 s 862,202 $ 1,247,128

The following adjustments to TEP's proposed original cost and fair value rate base should
be made:



Summary of Staff Adjustments to Net Operating Income
thousands of Dollars) Total Company ACC Jurisdictional

Adj. Description

Pre-Tax Revenue

or Expense

Adjustment

Pre-Tax Revenue

or Expense

Adj vestment

Net Operating

Income

Increase

(Decrease)

C-1 Springerville Unit No. 1 $ (48,655) s (44,500) s 26878

C-2 Luna Plant Facility $ (13,155) $ (12,434) $ 7,510

C-3
Luna Plant Facility Depreciation and Property Tax Expense $ 1594 s 1,502 $ (907)

C-4 San Juan Coal Contract $ (9,884) s (8,852) 5 47$

C-5 Bad Debt Exp else $ (738) $ (738) 446$

C-6 Edism Electric Institute Dues $ (188) $ (180) 109s

C-7 Incentive Compensation Expense s (4,041) s (3,656) 2,208$

C-8 Supplermntad Executive Retirement Expense (SERP) s (928) $ (888) 536$

C-9 Workers' Compensation Expense $ (363) $ (347) 210s

C-10 Short Term Sales $ (25,259) s (25,259) s 15,256

c-11 Wholesale Trading ActivityMargin Sharing $ (172) $ (172) 104$

C-12 Gain on Sale ofSO2 Emission Allowances $ (8,731> $ (8 54) 4,985$

c- 13 Property Tax Expense $ (629) $ (502) 303s

C-14 Interest Synch ionization $ $ $ (566

c-15
Adjustment to Depreciation Expense on Generation Assets $ 1,741 $ 1,646 $ (994)

C-16 Customer Care & Billing System (CC&B) $ (993) $ (993) 600$

C-17 Markup Above Cost for Charges from Affiliate, Southwest

Energy Service $ (212) $ (212) 128$

C-18
Adjustment toNormalize Charges fromAffiliate SES to TEP (203)$ $ (184) 111$

C- 19 PPFAC Adjustment $ (15,925) $ (14,310) $ 8,643

C-20 "Implementation Cost Regulatory Asset' Expense $ (7,284) $ (7,284) $ 4,400

C-21 Legal Expense Related to Motial to Amend Decisive No.

62103 (481)$ $ (330) 199$

C-22 LegalExpense Related to CaliforniaProceedings $ (68) (63)$ 38$

C-23 Postage Exp815e 65$ 65$ (39)$

C-24 West Gone act Charges Related to Requlatav Asset $ (222) s (212) 128s

Total of Staff' s Adj ustments s (134,731) s (126,157) s 75,633

Adjusted Net Opiating Lnc Ame per TEP $ 13,173

Adjusted Net Opiating Income per Staff $ 62,459

The following adjustments to TEP's proposed revenues, expenses and net operating income
should be made:

The new depreciation rates proposed by TEP presented in Dr. Kateregga's Direct
Testimony Attachment KAK-l for distribution and general plant should be adopted for use
in this case. However, the depreciation rates for generation plant developed by Dr.
Kateregga do not include a cost of removal component. In that respect, such rates are
inconsistent with the guidance provided in the Commission's depreciation rules.
Additionally, the depreciation rates for generation have been impacted by depreciation rate
changes and accounting changes that TEP implemented unilaterally, without Commission
or Staff approval, between rate cases and in a manner that has resulted in Accumulated
Depreciation for generation plant at December 31, 2006, that is considerably lower than it
would have been had TEP continued to apply the Commission authorized depreciation rates
for TEP's generating plant. Because of such concerns, the depreciation rates for generation
proposed by TEP should be rejected.



\

The new depreciation rates proposed by TEP for distribution and general plant were
generally developed in a manner that is consistent with the Commission's rules for
depreciation rates. The new depreciation rates proposed by TEP for generation plant were
not developed in such a manner and incorporate the impact of depreciation rate and
accounting changes that TEP implemented between rate cases without requesting or
receiving Cornrnission or Staff authorization.

The new PPFAC proposed by TEP contains objectionable features such as automatically
adjusting rates without Commission approval, and inclusion of costs that would more
appropriately be addressed in base rates, as well as raising other concerns, and should
therefore be rejected. A new PPFAC for TEP should be developed along the general lines
of the Arizona Public Service Company ("APS") PSA Plan of Administration that Staff
proposed for APS in Docket Nos.,E~01345A-05-0_16 et al, after appropriate adjustments to
tit TEP's circumstances. Staff recommends that such provisions include crediting against
PPFAC costs the following: (1) the margins on short-term sales for resale, (2) 10 percent of
the net positive margin realized by TEP on wholesale trading, and (3) the net proceeds
realized on the sale of SON allowances. The amounts credited against other PPFAC costs
for these items would be measured based on the differences between the annual amounts
and the amounts reflected in the determination of TEP's base rates. The new PPFAC for
TEP should become effective April l, 2009. It should cover changes in fuel and purchased
power costs (PPFAC includable costs) from January 1, 2009 forward.

Each of the new depreciation rates proposed by TEP should be clearly broken out between
(l) a service life rate and (2) a net salvage rate. By doing this, the depreciation expense
related to the inclusion of estimated future cost of removal in depreciation rates can be
tracked and accounted for by plant account.
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1 I. INTRODUCTION

2 Q- Please state your name, position andbusiness address.

3

4

Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin & Associates, PLLC,

15728 Farmington Road, Livonia, Michigan 48154.

5

6 Q- Please describe Larkin & Associates.

7

8

9

10

11

12

Larkin 8; Associates is a Certified Public Accounting and Regulatory Consulting firm.

The firm performs independent regulatory consulting primarily for public service/utility

commission staffs and consumer interest groups (public counsels, public advocates,

consumer counsels, attorneys general, etc.). Larkin & Associates has extensive experience

in the utility regulatory field as expert witnesses in over 400 regulatory proceedings

including numerous telephone, water and sewer, gas, and electric matters.

13

14 Q- Mr. Smith, please summarize your educational background.

15

16

17

18

19

20

21

22

23

24

25

26

A.

A.

A. I received a Bachelor of Science degree in Business Administration (Accounting Major)

with distinction from the University of Michigan - Dearborn, in April 1979. I passed all

parts of the Certified Public Accountant ("C.P.A.") examination in my first sitting in 1979,

received my CPA license in 1981, and received a certified financial planning certificate in

1983. I also have a Master of Science in Taxation from Walsh College, 1981, and a law

degree (J.D.) cum laude from Wayne State University, 1986. In addition, I have attended

Ava:riety of continuing education courses in conjunction with maintaining my accountancy

license. I am a licensed C.P.A. and attorney in the State of Michigan. I am also a

Certified Financial PlannerTm professional and a Certified Rate of Return Analyst

("CRRA"). Since 1981, I have been a member of the Michigan Association of Certified

Public Accountants. I am also a member of the Michigan Bar Association and the Society

of Utility and Regulatory Financial Analysts ("SURFA"). I have also been a member of
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1 the American Bar Association ("ABA"), and the ABA sections on Public Utility Law and

2 Taxation.

3

4 Q- Please summarize your professional experience.

5

6

7

8

9

10

Subsequent to graduation from the University of Michigan, and after a short period in

which I installed a computerized accounting system for a Southfield, Michigan realty

management firm, I accepted a position as an auditor with the predecessor CPA firm to

Larldn & Associates in July 1979. Before becoming involved in utility regulation where

the majority of my time for the past 27 years has been spent, I performed audit,

accounting, and tax work for a wide variety of businesses that were clients of the firm.

11

12

13

14

15

16

During my service in the regulatory section of our firm, I have been involved in rate cases

and other regulatory matters concerning numerous electric, gas, telephone, water, and

sewer utility companies. My present work consists primarily of analyzing rate case and

regulatory filings of public utility companies before various regulatory commissions, and,

and schedules relating to the issues for

17

where appropriate, preparing testimony

presentation before these regulatory agencies.

18

19

20

21

22

23

24

25

26

A.

Shave performed work in the field of utility regulation on behalf of industry, state attorney

generals, consumer groups, municipalities, and public service commission staffs

concerning regulatory matters before regulatory agencies in Alabama, Alaska, Arizona,

Arkansas, California, Connecticut, Delaware, Florida, Georgia, Hawaii, Indiana, Illinois,

Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi, Missouri, New Jersey,

New Mexico, New York, Nevada, North Dakota, Ohio, Pennsylvania, South Carolina,

South Dakota, Texas, Utah, Vermont, Washington, Washington D.C., and Canada as well

as the Federal Energy Regulatory Commission and various state and federal courts of law.

I
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1 Q- Have you prepared an attachment summarizing your educational background and

2 regulatory experience?

3 Yes. Attachment RCS-1 provides details concerning my experience and qualifications.

4

5 Q~ On whose behalf are you appearing?

6

7

I am appearing on behalf of the Arizona Corporation Commission ("ACC" or

"Commission") Utilities Division Staff ("Staff').

8

9 Q, Have you previously testifiedbefore the Arizona CorporationCommission?

10

11

12

13

14

Yes. I have testified before the Commission previously on a number of occasions.

Recently, I testified before the Commission in Docket No. E-01345A-06-0009, involving

an emergency rate increase request by Arizona Public Service Company ("APS" or

"Company"), and concerning APS's proposed depreciation rates in Docket Nos. E-

01345A-05-0816, E-01345A-05-0826 and E-01345A-05-0827, a proceeding involving

APS base rates and other matters. I also testified before the Commission in the most15

16

17

recent UNS Gas, Inc. rate case, Docket Nos. G-04204A-06-0463, G-04204A-06-01013

and G-04204A-05-0831, and in the most recent UNS Electric, Inc. rate case, Docket No.

18 E-04204A-06-0783.

19

20 Q- What is the purpose of the testimony you are presenting?

21

22

23

24

25

A.

A.

A.

A. The purpose of my testimony is to address the revenue requirement and selected other

issues, including new depreciation rates, the new Purchased Power and Fuel Adjustment

Clause ("PPFAC") proposed by Tucson Electric Power Company ("TEP" or "Company"),

and the Company's proposed ratemaldng treatment for certain components of an

"Implementation Cost Regulatory Asset" in the current rate case.
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1 Q-

2

3

Have you prepared any exhibits to be filed with your testimony?

Yes. Attachments RCS-2 through RCS-6 contain the results of my analysis and copies of

selected documents that are referenced in my testimony.

4

5

6

11.

Q-

REVENUE REQUIREMENT

What issues are addressed in your testimony?

7

8

9

10

My testimony addresses the Company's proposed revenue requirement and selected other

issues.

Q- Has TEP presented multiple ways of calculating its revenue deficiency in this

11

12

13

14

15

16

proceeding?

Yes. TEP has proposed different revenue increases, based on three different

methodologies: (1) Cost-of-Service Methodology, (2) Market Methodology, and (3)

Hybrid Methodology. Another consultant for Staff in this proceeding, John Antonuk of

Liberty Consulting Group, has evaluated the three methodologies presented by TEP and

has determined that the Cost-of-Service Methodology should be used in this proceeding.

Consequently, I have used the Cost-of-Service Methodology to calculate the base rate

revenue requirement.

17

18

19

20 Q-

21

Would additional adjustments be necessary under TEP's proposed Market and

Hybrid methodologies?

22

23

24

25

Yes. Staff does not recommend that either of TEP's Market or Hybrid methodologies be

adopted. However, if either were to be adopted, ratepayers should be credited for the

increase in the value of TEP's generating units that would no longer be subject to cost-of-

service based regulation under each of those methodologies.

A.

A.

A.

A.
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1 Q- What revenue increase has been requested by TEP under the Cost-of-Service

2

3

4

5

6

Methodology?

TEP is requesting an increase in base rate revenues of approximately 23.0 percent under

the Cost-of-Service Methodology. TEP has calculated a base rate revenue increase of

$158.186 million. This Mcludes requests by TEP for an "Implementation Cost Regulatory

Asset" ("ICR.A") of $47 million, which TEP requests be included in rate base and

amortized over four years. TEP has also requested a "Transition Cost Regulatory Asset"

("TCRA") of $788 million, which would not be included in rate base, but which TEP

proposes to amortize over ten years and recover through a separate charge on customers'

bills.

7

8

9

10

11

12 Q. What Staff witness is addressing TEP's request for the TCRA of $788 million?

13

14

John Antonuk's Direct Testimony addresses this TEP request. The $788 million TCRA is

not part of TEP's base rate revenue requirement, but is being requested by TEP as an

additional surcharge. Consequently, Shave not included that amount in the determination

of Staffs proposed revenue requirement.

Q, Has TEP recorded a regulatory asset on its books relating to its proposed TCRA?

15

16

17

18

19

20

21

No, it has not. TEP's response to Staff data request LA 11.50 confirms that TEP has not

recorded any regulatory asset on its books for the TCRA.

22 Q- What revenue increase does Staff recommend?

23

24

25

26

A.

A.

A.

A. Staff recommends a revenue increase of $9.766 million on adjusted fair value rate base.

As shown on Schedule A, on original cost rate base ("OCRB") my calculations show a

jurisdictional revenue deficiency of $9.753 million. I recommend that TEP be authorized

a base rate increase of $9.766 million on adjusted fair value rate base ("FVRB") under
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1

2

3

4

5

6

Staffs option l, which uses a fair value rate of return of 5.47 percent. Similar to Staff" s

recommendations in a recent remand proceeding, Docket No. W-021 l3A-04-0616,

concerning Chaparral City Water Company, Staff is also presenting the Commission with

an option 2 for the fair value rate of return for TEP. Under option 2 the fair value rate of

return for TEP is 5.86 percent, and the jurisdictional revenue deficiency is approximately

$17.84 million.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

The base rate increases of $9.766 million (under option 1) and $17.84 million (under

option 2) equate to percentage increase of approximately 1.4 percent and 2.6 percent over

TEP's adjusted Electric Retail Revenues at current rates, respectively. These increases do

not include TEP's proposed Termination Costs Regulatory Asset, which Staff witness

John Antonuk recommends be rejected. Nor do they include the impact of the DSM,

Renewables, or PPFAC recovery mechanisms. The impacts of Staffs recommendations

on the recovery mechanisms for DSM and Renewables costs are not yet known and will

be addressed by a Staff witness who will present testimony concerning these items in the

rate design filing. As described in my testimony, Staff is recommending a PPFAC that

becomes applicable for changes in fuel and purchased power costs from January 1, 2009

forward (as opposed to TEP's proposal for a PPFAC which would begin in 2010).

Accordingly, Staff has made an adjustment, C-19, to remove Hom test year operating

expenses, an increase in 2009 fuel and purchased power costs proposed by TEP that was

based on a preliminary forecast by TEP of 2009 costs. If the impact of Staff Adjustment

C-19 were to be used as a rough estimate of the rate change that could result from a

PPFAC mechanism being implemented in 2009, this would add approximately $14.3

million to the total rate increase, or an additional 2 percent on adjusted electric retail

25 revenue.

26

l II llllu Illlll
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1

2

Attachment RCS-2, Schedule D, shows the development of Staff s recommended fair

value rate of return to be applied to FVRB. The testimony of Staff witness David Parcel]

also addresses the determination of the fair value rate of return.3

4

5 A. Test Year

6 Q- What test year is being used in this case?

7 Staff' S

8

TEP's filing is based on the historic test year ended December 31, 2006.

calculations use the same historic test year.

9

10 Q. Could you please discuss the test year concept?

11

12

13

14

15

16

17

18

19

20

Yes. In Arizona, a historic test year approach is used. Various adjustments are made to

the historic test year amounts to ensure that there is a matching of investment, revenues

and expenses. Rate base items, such as plant in service and accumulated depreciation, are

based on the actual level as of the end of the historic test year. Several rate base items that

tend to fluctuate from month to month, such as materials and supplies and prepayments,

are based on a test year average level. Since end of test year net plant in service is used,

revenues are annualized based on end of test year customer levels. Additionally, certain

expenses, such as depreciation and payroll costs, are annualized based on end of test year

levels. This is to ensure that the going-forward revenue and expense levels are matched

with the investment (net plant-in-service) used to serve those customers.

21

22

23

As time goes forward, changes in the Company's cost structure will occur. For example,

rate base will increase as new plant is added to serve new customers, revenue will increase

24

25

as customers are added, expenses will fluctuate, etc. It is very important to be consistent

with a test period approach to ensure that there is a consistent matching between

A.

A.

l l N l u
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1

2

investment, revenues and costs. Any adjustments that reach beyond the end of the historic

test year must be very carefully considered before being adopted.

3

4 B.

5 Q-

6

7

8

9

10

11

12

13

14

15

Summary of Company Proposed andStu§IA¢uusted RevenueRequirement

What did your review of TEP's filing indicate?

As shown on Attachment RCS-2, Schedule A, based on the fair value rate of return

recommended by Staff witness David Purcell and the adjustments to TEP's rate base and

net operating income recommended by myself and other Staff witnesses, I have calculated

a jurisdictional base rate revenue requirement deficiency on OCRB of $9.753 million.

TEP should be authorized a base rate increase of $9.766 million on adjusted FVRB under

Staffs option 1, which uses a fair value rate of return of 5.47 percent. Similar to Staffs

recommendations in a recent remand proceeding, Docket No. W~02l13A-04-0616,

concerning Chaparral City Water Company, Staff is also presenting the Commission with

an option 2 for the fair value rate of return for TEP. Under option 2 the fair value rate of

return for TEP is 5.86 percent, and the jurisdictional revenue deficiency is approximately

16 $17. 84 million.

17

18 Q- What methodology did Staff use to determine the revenue requirement for TEP in

19

20

this proceeding?

Staff used a cost-of-service methodology to determine the revenue requirement for TEP in

21 this proceeding.

22

23 Why has Staff used a cost-of-service methodology to determine the revenue

24 requirement for TEP in this proceeding?

25

26

A.

A.

Q

A. Use of the cost-of-service methodology is consistent with Staffs understanding of

Decision No. 62103 and the 1999 settlement agreement. As explained in detail in the
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l

2

3

4

5

6

testimony and report of Staff witness John Antonuk, the market for generation has not

developed in the manner that was anticipated in the 1999 settlement. TEP has retained its

generation assets. Retail choice has not developed. It has become clear from subsequent

developments that calculations of stranded costs for TEP were based upon mistaken

assumptions of how the market would develop. It has become clear that TEP's generation

could even be a "stranded benefit" under current market conditions and would thus likely

result in large amounts of net gains on the transfer of such plant (either to a third party in a

sale, or to an affiliate in a transfer).

7

8

9

10 Q-

11

Is the use of a cost-of-service methodology to determine TEP's revenue requirement

consistent with Staffs (as well as other parties') understanding of how rates for the

period after December 31, 2008 were to be determined for TEP?12

13

14

15

Yes. For example, Decision No. 69568 (May 21, 2007) at page 12, paragraph 62,

summarized the positions of Staff and other parties, as articulated in Docket No. E-

01933A-05-0650, on this matter as follows:

16

17
18
19
20
21
22
23
24
25
26
27
v28
29
30

Staff RUCO, AECC and DOD dispute that Decision No. 62103 and the
]999 Settlement Agreement give TEP the authority to charge market-based
generation rates for Standard Offer service commencing January 1, 2009.
Consequently, these parties oppose all of TEP's proposed alternatives as
the alternatives, in their view, are based on the falsepremise that TEP is
entitled to charge market~based rates in 2009. Contrary ro TEP 's position,
these parties argue that the MGC was not intended to establish Standard
Offer generation rates, but is a mechanism used ro calculate stranded
costs. Staff RUCO, AECC, DOD and IBEW Local ]]]6 believe that the
1999 Settlement Agreement contemplates that TEP would fie a general
rate case to charge Standard Over rates for the period after December 31,
2008. They have argued that the 1999 Settlement Agreement is a means to
implement the Rules, and that the Rules require Standard Offer rates to be
regulated and based on cost-ojiservice.

31

A.
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1

2

3

Consequently, the determination of the revenue requirement for TEP in this proceeding is

consistent with Staffs understanding that the Rules require Standard Offer .rates to be

regulated and based on cost-of-service.

4

5 Q- What has TEP stated in its Securities and Exchange Commission Form 10-K for

6 2006 concerning rates and regulation?

7 Page K-8 of TEP's 2006 SEC Form 10-K states as follows, under "Rates and Regulation -

State":8

9

10

11

12

13

14

15

16

17

18

19

Historically, the ACC determined TEP's rates for retail sales of electric
energy on a "cost of service" basis, which was designed to provide, after
recovery of  al lowable operat ing expenses,  an opportuni ty  to earn a
reasonable rate of return on TEP 's "fair value rate base. " Fair value rate
base was generally determined by reference to the original cost and the
reconstruction cost (net of depreciation) of utility plant in service to the
extent deemed used and useful, and to various aa§ustrnents for deferred
taxes and other items, plus a working capital component. ov er time,
additions to utility plant in service increased rate base and depreciation
and retirements of utility plant reduced rate base.

20

21 Q-

22

Has TEP disclosed to investors that there is disagreement with TEP's interpretation

of how rates are to be developed after December 31,2008?

23 Yes. Page K-16 of TEP's SEC Form 10-K states as follows concerning this:

Uncertainty exists as to what methodology the ACC will use to set TEP's
rates after December 31, 2008, which could negatively impact TEP's
results of operations, net income and cashflows.

24

25
26
27
28
29
30
31
32
33
34

A.

A.

There is disagreement  between the part ic ipants in TEP's regulatory
proceedings about  what  is  to  happen to the rates  TEP charges for

generation service after December 31, 2008. TEP believes the Settlement
Agreement requires it to charge market-based generation service rates
while other particzpants, including ACC staff disagree.
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l
2
3
4
5
6
7
8
9

10
11

The Settlement Agreement also requires TFP to record and amortize a
$450 million transition recovery asset (TRA) and collect the balance from
customers through a Fixed Competition Transition Charge (Fixed CTC).
Based on current projections of retail sales, the TRA is expected ro be fully
amortized by mid-2008. The Fixed CTC currently produces revenues of
slightly less than one cent per kph sold, or approximately $90 million
annually. If TEP is required to reduce its retail rates by the amount of the
Fixed CTC, and is not allowed to charge market rates for its generation
services or to adjust other rate components to reflect a higher cost of
service, TEP 's retail revenues will decrease approximately 12% relative to
2006 revenues from current retail rates.

12

13 I discuss the expiration of TEP's Fixed CTC revenue below, in section I-E, of my

14 testimony.

15

16 c .

17 Q.

Organization of StaffAccounting Schedules

How are Staff's accounting schedules organized?
1

18 Staffs accounting schedules are presented in Attachment RCS-2. They are organized into

19 summary schedules and adjustment schedules. The summary schedules consist of

20

21

Schedules A, A-l, B, B.l, C, C.l and D. Attachment RCS-2 also contains rate base

adjustment Schedules B-l through B-9 and net operating income adjustment Schedules C-

22 1 through C-25. For Schedules B, B.l, C and C.1, Attachment RCS-2 presents

23

24

25

jurisdictional and total company results. The jurisdictional results are labeled as "ACC"

on those schedules and the total company results as "TC." The revenue requirement for

TEP was based upon the ACC jurisdictional adjusted results.

26

27 Q- What is shown on Schedule A of Attachment RCS-2?

28

29

30

Attachment RCS-2 presents the Staff Accounting Schedules and revenue requirement

determination. Schedule A presents the overall financial summary, giving effect to all the

adjustments I am recommending in my testimony. This schedule presents the change in

31

A.

A.

the Company's gross revenue requirement needed for the Company to have the
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2
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5
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opportunity to earn Staffs recommended rate of return on Staffs proposed Original Cost

and Fair Value rate bases. The rate base and operating income amounts are taken from

Schedules B and C, respectively. The overall rate of return on original cost rate base of

7.93 percent, as presented in the profiled testimony of Staff witness Purcell, is provided on

Schedule D for convenience, as are the derivation of Staffs two options for the fair value

rate of return. Columns D and E of Schedule A present Staffs determination of the base

rate revenue deficiency on FVRB using Staff s two proposed alternatives for the fair value

rate of return.

recommended in the refiled testimony of Mr. Purcell.

Schedule D presents the original cost and fair value rate of return

14

15

The operating income deficiency shown on line 5 of Schedule A is obtained by subtracting

the operating income available on line 4 (operating income as adjusted) from the required

operating income on line 3. Line 7 represents the gross revenue requirement, which is

obtained by multiplying the income deficiency by the gross revenue conversion factor

("GRCF"). The derivation of the GRCF is shown on Schedule A-l .

16

17 Q- How does the GRCF recommended by Staff compare with the GRCF contained in

18

19

20

21

22

23

24

A.

TEP's tiling?

As shown on Schedule A-1, Staff recommends a GRCF of 1.6598. This compares with

the GRCF of 1.6609 used in TEP's filing. The difference is attributable to a correction of

the uncollectibles factor. Staff's GRCF reflects a correction to the uncollectibles rate, as

described in TEP's responses to Staff data requests STF 1.85 and 11.48. TEP's filing used

an uncollectibles rate of 0.31600 percent. Per TEP's responses to Staff data requests STF

1.85 and STP 11.48, the corrected uncollectibles rate is 0.25006 percent.
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1 Q- What is shown on Schedule B?

2

3

4

5

6

Schedule B presents TEP's proposed adjusted test year Original Cost and Fair Value rate

base and Staffs proposed adjusted test year Original Cost and Fair Value rate base. The

beginning rate base amounts presented on Schedule B are taken from the Company's

filing for the test year, specifically TEP Schedule B-1. Staffs recommended adjustments

to rate base are summarized on Schedule B.l. Each of the adjustments are discussed in

this testimony. As noted above, Attachment RCS-2 includes both total company ("TC")

and ACC jurisdictional versions of Schedules B and B.l.

7

8

9

10

11

Schedules B-1 through B-9 provide further support and calculations for the rate base

adjustments Staff is recommending.

12

13 Q- What is shown on Schedule C?

14

15

16

The starting point on Schedule C is TEP's adjusted test year net operating income, as

provided on Company Schedule C-1. Staffs recommended adjustments to TEP's adjusted

test year revenues and expenses are summarized on Schedule C.l. Each of the

adjustments are discussed in this testimony. As noted above, Attachment RCS~2 includes

both total company (TC) and ACC jurisdictional versions of Schedules C and C.l.

17

18

19

20

21

Schedules C-1 through C-23 provide further support and calculations for the net operating

income adjustments Staff is recommending.

22

23 Q- What is shown on Schedule D?

24

25

Schedule D summarizes the capital structure and cost of capital that was proposed by TEP

and the capital structure and cost of capital that is recommended by Staff witness Parcels.

A.

A.

A.

l-l
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1

2

Schedule D also presents the derivation of Staffs recommended fair value rate of return

for use with the Staff" s adjusted fair value rate base.

3

4 D . Return on Fair Value Rate Base

5 Q- How was the fair value basis of rate base determined?

6 As shown on Attachment RCS-2, Schedule B, the fair value rate base was determined by

7

8

9

10

11

12

averaging Original Cost and reconstruction cost new depreciated ("RCND") rate base

information. For purposes of this presentation, I have used the Company's RCND

information as the starting point for the fair value rate base. The Staff adjustments to

OCRB that were impacted by the Company's RCND information were supplied to Staff

witness Frank Radigan, who then in tum supplied me with the related RCND impacts.

One of Mr. Radigan's tasks on this project was to review TEP's RCND information.

13

14 Q. Is another consultant for Staff addressing Staffs review of the RCND calculations

15 used by TEP?

16

17

Yes. Frank Radigan's direct testimony addresses the review of TEP's RCND calculations.

He also addresses the review of TEP's estimates of the market value of TEP's generation

18 facilities that was presented in the Direct Testimony of TEP witness Judah Rose.

19

20 Q-

21

Did Mr. Radigan supply you with the RCND amounts corresponding to Staff's rate

base adjustments for Plant and Accumulated Depreciation?

22 Yes.

23

24

I provided Mr. Radigan with Staffs adjustments to Plant, Accumulated

Depreciation, and Accumulated Deferred Income Taxes at original cost. He supplied me

with the corresponding RCND amounts. I used the amounts supplied by Mr. Radigan in

25 the calculation of Staffs RCND rate base.

26

A.

A.

A.
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1 Q- How did TEP determine the rate of return to apply to fair value rate base in its

2

3

4

5

6

7

8

9

filing?

In TEP's own tiling, as shown on Schedule A-1 (Cost of Service)1, the Company adjusted

the return that is to be applied to fair value rate base downward, consistent with long-

standing Commission practice, such that the revenue requirement produced by both the

original cost rate base and the fair value rate base were exactly the same and would not

result in an excessive return on equity to the utility. On Schedule A-l attached to TEP

witness Dukes' Direct Testimony, TEP shows the exact same revenue deficiency of

$l58.l86 million on the Company's proposed Original Cost and on its proposed Fair

Value rate base.10

11

12 Q- Has the Commission's traditional calculation of return on fair value rate base been

13 called into question by a recent Court of Appeals decision?

14 Yes. The Commission's traditional calculation of fair value rate of return on fair value

15

16

17

18

rate base calculation has been called into question by a recent Arizona Court of Appeals

ruling involving Chaparral City Water Company. In that ruling, the Arizona Court of

Appeals found that Staffs determination of operating income ignored fair valuerate base,

and that due Commission must use fair value rate base to set rates per the Arizona

19 Constitution.

20

21 Q-

22

What guidance for calculating the return on fair value rate base does that Court of

Appeals decision provide?

23

24

25

First, the Court of Appeals specifically stated the; the Commission was not bound to apply

an authorized rate of return that was developed for use with an original cost rate base,

without adjustment, to the fair value rate base. Page 9 of the Court of Appeals decision

A.

A.

A.

1 See TEP witness Dukes' direct testimony, Schedule A-1, Cost of Service, TEP(0402)000244.

1
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1

2

3

4

5

6

7

8

stated that: "Chaparral City asks that the Commission be directed to apply the

'authorized rate of return' to the fair value rate base rather than to the OCRB, as Chaparral

City contends was done here." At page 13, paragraph 17, the Court of Appeals decision

states as follows: "The Commission asserts that it was not bound to use the weighted

average cost of capital as the rate of return to be applied to the FVRB. The Commission is

correct." Thus, the Court of Appeals clearly stated that the Commission is not bound to

apply to the FVRB the same weighted average cost of capital that was developed for

application to the OCRB.

9

10 At pages 13-14, paragraph 17, the Court of Appeals decision stated that: S O the

11 Commission cannot ignore its constitutional obligation to base rates on a utility's fair

12 value. The Commission carrot determine rates based on the original cost, or OCRB, and

13

14

then engage in a superfluous mathematical exercise to identify the equivalent FVRB rate

of return. Such a method is inconsistent with Arizona law." At page 13, the decision

15 states: "If the Commission determines that the cost of capital analysis is not the

16

17

appropriate methodology to determine the rate of return to be applied to the FVRB, the

Commission has the discretion to determine the appropriate methodology."

18

19 Q-

20

Has a remand proceeding been established by the Commission to address the

calculation of the fair value rate of return on fair value rate base, i.e., to address the

21 ruling in the Court of Appeals decision?

22 Yes. The Commission has opened a docket to address such issues in a Chaparral City

23 remand proceeding.

A.

Illllll-
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1 Q- How did TEP address the Chaparral decision in its Direct Testimony in this case?

2 TEP witness Pignatelli makes the following statement at pages 10-11 of his Direct

Testimony concerning the Chaparral decision:

We also are providing the Commission with information regarding the fair
value of TEP's assets devoted to public service. In light of the Court of
Appeals' ruling in Chaparral City Water Company v, Arizona Corporation
Commission, I CA-CC 05-002 (February 13, 2007) ("Chaparral City")
and the uncertainty as to how the Commission will determine fair value
rate base and fair value rate of return in the future, we believe it is
important for the Commission to have fair market value information when
deliberating and deciding the Company's rate increase request,

3

4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

Accordingly, although we have presented our rate request consistent with
prior flings, we also are providing the Commission with a range of
information regarding the value of TEP's assets, rate base and revenue
requirements. The Company reserves its rights to incorporate this
information into its request if the Commission adopts an approach to rate
base or revenue requirement determination that includes fair market values
of assets devoted to public service.

21 Q- How has Staff addressed the ruling in the Court of Appeals decision for purposes of

22 the current TEP rate case?

23

24

25

26

27

28

29

In view of the Court of Appeals decision in the Chaparral City case and the Company's

position in the recent UNS Gas case, Staff has appropriately adjusted the weighted cost of

capital to derive a fair value rate of return to apply to the utility's fair value rate base.

David Parcell's Direct Testimony in the instant rate case describes Staffs derivation of the

fair value rate of return on fair value rate base in view of the recent Court of Appeals

decision concerning Chaparral. Staff has also recently addressed the determination of a

fair value rate of return to be applied to FVRB in the Chaparral City remand proceeding,

Docket No. W-021 l3A-04-0616. -»30

31
1 *

32 Schedule D of Attachment RCS-2 shows the derivation of the fair value rate of return for

33 application to the FVRB. On Schedule A of Attaclrnnent RCS-2, I have applied Staffs

A.

A.

I I 'll



Direct Testimony of Ralph C. Smith
Docket No. E-01933A-07-0402 et al
Page 18

1

2

3

adjustment to the weighted cost of capital as described by Mr. Parcels in his Direct

Testimony. As noted above, Staff has presented the Commission with two options for the

fair value rate of return applicable to FVRB .

4

5 E.

6 Q.

Fixed Competition Transition Charge Revenue

How have you treated TEP's collection of Fixed Competition Transition Charge

7

8

("CTC") revenue in the determination of the revenue requirement deficiency or

sufficiency?

The amount of 2006 net revenue from Fixed CTC collection has been excluded Hom9

10 Staffs calculation of the revenue deficiency. TEP's collection of Fixed CTC is

11

12

anticipated to be completed before new base rates are established. The Commission has

provided that TEP continue to collect "True-Up Revenue" in Decision No. 69568.

13

14 Q- How did TEP treat Revenue for Fixed CTC in its determination of the revenue

15

16

17

deficiency?

TEP made a pro forma adjustment to operating income to remove the Fixed CTC revenue

and related stranded cost amortization expense that TEP recorded during the 2006 test

18 year.

19

20 Q-

21

What effect does TEP's proposed removal of such revenues have on the Company's

calculation of a revenue deficiency?

22 TEP's removal of such revenue and the related amount of "stranded cost" amortization in

23 the 2006 test year essentially results in a base rate revenue deficiency of approximately

24 $38.9 million.

25

A.

A.

A.
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1 Q-

2

3

4

5

6

7

8

9

What was TEP's logic for removing the Fixed CTC revenues from the determination

of TEP's revenue requirement in the current rate case?

TEP's basic rationale, as explained in the Direct Testimony of TEP witness Dallas Dukes

at pages 9-10, is that this retail revenue and the related amortization expense is subj et to a

separate recovery stream and presentation. Moreover, TEP anticipates that the Fixed CTC

revenues will not continue beyond the end of 2008. Finally, Mr.. Dukes states that this is

consistent with both TEP's and Staffs treatment of the Transition Recovery Asset

("TRA") and the Fixed CTC revenues in the 2004 rate review (Docket No. E-01933A-04-

0408). See Mr. Dukes' Direct Testimony at pages 9-10.

10

11 Q- Are TEP's revenues for Fixed CTC ongoing?

12

13

In the context of the 2006 test year, they were an ongoing source of revenue to TEP.

Moreover, Decision No. 69568 (May 21, 2007) concluded at page 20 that "TEp's

14 Standard Offer rates shall remain at their current level, and that the revenues that will

15

16

17

18

19

continue to be collected after the Fixed CTC would otherwise terminate, shall be traced

and accrue interest, pending future Commission determination of a refund or credit or

other mechanism to protect customers, until the date of the Commission's final Order in

the forthcoming Rate Proposal Docket." Paragraphs 79-81, on page 16 of Decision

69568, provide the following additional discussion concerning this:

20

21

22

23

24

25

26

27

28

29

30

31

"79. Because of the uncertainty of the impact of the forthcoming rate case,
and to avoid the potential confusion or disruption that may arise if rates
decline for six months and then increase, we find that it is in the public
interest to provide stability of rates pending the outcome of the rate case.
We find further that TEP customers should be protected by providing for a
mechanism to refund or credit the revenues, plus interest, that will continue
to be collected pursuant to the modification of the Fixed CTC until anal
rates are approved. We will determine the specifics of interest rate and
how and when customers may receive a refund or credit in the forthcoming
rate case. Accordingly, we will allow TEP's Standard O r rates to
remain unchanged and at current levels, pending our determination of a

A.

A.

I l l um lll\ll ll nm l II Lu l lll\l\ l I Il l l l l l l l l
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1
2
3
4
5
6
7
8
9

10
11
12
13
1 4
15

refund or credit or other mechanism to protect customers, until tlze Rate
Proposal Docket is resolved.

"80. We believe the least disruptive and least confusing or prejudicial way
to maintain current rates isidor the Fixed CTC to continue beyond the time
it would otherwise terminate pursuant to the J999 Settlement Agreement.
TEP is already tracking the revenue collected pursuant to this charge and
should easily to (sic) able to continue tracking this revenue.
"8]. The amount of revenue collected as a result of this modification to the
Fixed CTC, is classified hereafter as "True-Up Revenue, " until a anal
order is issued in the Rate Proposal Docket. True-up Revenue will be
tracked and accrue interest to be refunded or credited at an appropriate
rate of interest compounded monthly, and such interest rate and the
mechanism for determining how the refund or credit will be made shall be
determined as part of thefnal order in the forthcoming rate case. "

16

17 Q-

18

How could TEP's continued collection of the "True Up" revenue that replaces the

Fixed CTC revenue affect TEP's revenue requirement"

19

20

21

TEP's base rate revenue requirement has been calculated by both TEP and Staff without

the 2006 test year amount of net Fixed CTC revenue. Although the collection of Fixed

CTC revenue will cease before new base rates for TEP become effective, the Commission

22

23

24

25

26

27

28

29

30

A.

has allowed TEP to collect True-Up Revenue (which is essentially a continuation of the

collection of Fixed CTC revenue) pursuant to Decision No. 69568. If TEP has a base rate

revenue deficiency, but part or all of that deficiency would be offset from the impact of

True-Up Revenues, this may impact the base rates that should be established for TEP.

The potential impact of TEP's continuing collection of True Up Revenue could also be

useful information in determining an appropriate treatment for the True-Up Revenue.

Because the amount of possible The-Up Revenue has not been determined, Staff will

provide a proposal concemingthe treatment of True-Up Revenue in Staffs surrebuttal

filing.
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1 111. RATE BASE

2 Q- Have you prepared a schedule that summarizes Staff's proposed adjustments to rate

base?3

4 Yes. As noted above, the adjusted rate base is shown on Schedule B and the adjustments

5

6

7

to TEP's proposed rate base are shown on Schedule B.1. A comparison of the Company's

proposed rate base and Staffs recommended rate base on an Original Cost and Fair Value

basis are presented below:

8

9

10

11

12

13

14

15 B-I

16 Q.

Plant Held for Future Use

Please explain the adjustment for Plant Held for Future Use.

17 As shown on Schedule B-l,  this adjustment removes $4.014 million of Plant Held for

18 Future Use from total company rate base and zero firm ACC jurisdictional rate base. This

19

20

plant is not used and useful in the provision of utility service and should, therefore, be

removed. In deriving ACC jurisdictional rate base, TEP removed all of the Plant Held for

21 Future Use.

22

23 B-2

24 Q.

Luna Plant Facility

Please explain Staff's adjustment for the Luna Plant Facility.

25

26

A.

A.

A. This adjustment reverses TEP's proposed rate base adjustment for die Luna Plant Facility.

As descr ibed in the direct  test imony of TEP witness Hutchens at  pages 23-26,  TEP

I
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1

2

3

4

5

6

7

proposed to remove the Luna Plant from rate base and to treat it as an operating expense

using a "market-based" fixed-cost recovery rate. Staffs adjustment restores TEP's plant

investment amounts to rate base. Plant increases by $48930 million. Accumulated

Depreciation increases by $891,120. Reversing TEP's adjustment to worldng capital

increases Materials and Supplies by $628,849 and Prepayments by $91,019. Total rate

base increases by approximately $49 million. ACC jurisdictional rate base increases by

approximately $46 million.

8

9 Q- Is this Staff rate base adjustment related to an income statement adjustment?

10

11

12

13

14

Yes. This Staff rate base adjustment is related to Staffs adjustment C-2, which reverses

TEP's proposed net operating income adjustment related to the Luna Plant Facility, and

provides for an annualized amount of O8cM expenses related to the plant. Additionally,

Staff adjustment C-3 provides for annualized depreciation expense on the amount of Luna

plant included in rate base.

15

16 Q- Why should Luna be treated for ratemaking purposes as an asset that is included in

17

18

19

20

21

A.

A.

rate base and depreciated for ratemaking purposes?

This treatment is consistent with TEP's accounting, and provides for the recovery of the

cost related to the investment in and operation of this plant. In addition to providing for

the recovery of the related operating expenses, it provides for a return of and on the

investment in the plant.
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1

2

B-2.1 Luna Plant Facility Accumulated Deferred Income Taxes

Please explain the relat ed adjustment  to rate base  fo r  Luna Plant FacilityQ-

3

4

Accumulated Deferred Income Taxes.

As shown on Schedule B-2.1, rate base before jurisdictional allocation is reduced by

$382,415 for ADIT related to the Luna Plant. This amount was provided by TEP in

response to data request RUCO 6.5. The corresponding ACC jurisdictional adjustment is

$281,776.

5

6

7

8

9 Q-

10

Has TEP provided different information on the Luna Plant ADIT amounts in

response to another data request?

11

12

13

Yes. In response to Staff data request LA 20.26, TEP provided an amount of $359,747,

which is somewhat different. A follow-through data request has been issued, asking TEP

to reconcile and explain the difference.

B-3

14

15

16

17

18

19

20

21

Q-

"Implementation Cost Regulatory Asset"

Please explain the adjustment to TEP's proposed "Implementation Cost Regulatory

Asset" ((SICR 79)1

This adjustment removes from rate base, portions of TEP's proposed ICRA with which

Staff disagrees. It reduces TEP's proposed rate base amount of $47,455,224 to

$14,212,843, for an adjustment to decrease rate base by $33,242,381 .

22 Q- What are the components of TEP's proposed ICRA and which items has TEP

23

24

recorded on its books as regulatory assets?

The components of TEP's proposed ICRA are summarized on Schedule B-3. Of those

items, only the first three have been recorded by TEP on its books as regulatory assets.25

26

A.

A.

A.

A.
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1
Q,

2

3

4

5

As a general ratemaking principle, should TEP be allowed to set up new regulatory

assets for costs it expensed in prior years?

No. As a general matter, TEP should not be allowed to set up new regulatory assets for

costs that the Company expensed in prior years and in instances where TEP had neither

requested, nor received Commission approval for deferral.

6

7 Q- Please discuss Staff's proposed t reatment of the Sundt coal contract termination fee.

8

9

Staff has removed TEP's proposed new regulatory asset for costs related to the Sundt coal

contract termination fee that TEP expensed in prior years. Staff witness Emily Medine's

10

11

testimony also addresses the Sundt coal contract termination fee Nom the perspective of

that was conducted by her firm, Energythe evaluation of TEP's coal

12

procurement

Ventures Associates, Inc. ("EVA").

13

14 Q. How did TEP record the San Juan coal contract termination fee?

15 TEP recorded the $11 .25 million as an expense to Account 5100, Fuel-Coal in 2002 when

the cost was incurred.16

17

18 Q-

19

Did TEP request any accounting order from the Commission .to defer any of the

$11.25 million Sundt coal contract buyout cost?

20 No, per TEP's response to Staff data request LA-20.2(b) .

21

22 Q-

23

Is TEP aware of any Commission order authorizing deferral of any of the $11.25

million Sundt coal contract buyout cost?

24 No, per TEP's response to Staff data request LA-20.2(c).

25

A.

A.

A.

A.

A.
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1 Q-

z

Did TEP have any recorded amount of Accumulated Deferred Income Taxes as of

December 31, 2006 related to the $11.25 million Sundt coal contract buyout cost?

3

4

No, per TEP's response to Staff data request LA-11.22(g), which states: "The Company

has not recorded any related amounts of Accumulated Deferred Income Taxes as of

December 31, 2005 and December 31, 2006."5

6

7 Q. Please discuss Staffs proposed treatment of the San Juan coal contract termination

8

9

10

11

fee.

Staff has removed TEP's proposed new regulatory asset for costs related to the San Juan

coal contract termination fee that TEP expensed in prior years. Staff witness Emily

Medina's testimony also addresses this issue in conjunction with EVA's evaluation of

TEP coal procurement.12

13

14 Q- As of December 31, 2006, had TEP recorded any Accumulated Deferred Income

Taxes related to the San Juan coal contract termination fee"15

16 This is not clear from the information provided by TEP. TEP's response to data request

LA ll.23(a), (b), (c), (d), (e) and (f), for example, states that TEP has not recorded the San

Juan Stranded Cost buyout regulatory asset. However, the response to data request LA

1l.23(g) identities a related amount ofADIT at December 31, 2006 of$4,069,266.

17

18

19

20

21 Q-

22

If TEP had recorded ADIT as of December 31, 2006 related to the San Juan coal

contract termination fee, and that cost is excluded from rate base, should the related

23

24

25

26

A.

A.

A.

A.

ADIT also be excluded from rate base?

Yes. The ADIT related to an asset or liability should generally follow the same treatment

as the corresponding asset or liability. Since TEP's proposed regulatory asset (which has

not been recorded by TEP) for the San Juan coal contract buyout is being removed from

I
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1

2

3

4

rate base, the related ADIT balance, if recorded by TEP and used to reduce rate base,

should also be removed. Conversely, if the regulatory asset were to be included in rate

base (which is not Staff"s recommendation), the related ADIT should be reflected as an

offset to rate base.

Q- Please discuss Staff's proposed treatment of TEP's Deferred Desert Star and

5

6

7

8

9

10

WestConnect costs.

11

12

Staff has allowed these costs as a regulatory asset. These costs have been recorded as a

deferral on TEP's books and appear to have been approved by the Commission for

deferral and future recovery. Staff has seen no evidence to this point that such costs were

unreasonable or imprudently occurred. Consequently, Staff has accepted the treatment

proposed by TEP for such costs.

13

14 Q. Please discuss Staff's proposed treatment of TEP's Deferred Direct Access costs.

15

16

17

Staff has allowed these costs in rate base as a regulatory asset. Deferral for future

recovery was addressed in Section 4.6 of the 1999 Settlement Agreement, which stated

that:

18

19
2 0
21
2 2
23

TEP shall defer for future recovery its costs ro implement Competitive
Retail Access. tote Commission shall authorize TEP to recover its
reasonable and prudently incurred Competitive Retail Access
implementation costs as a plant cost and/or deferred debit subject to review
in the TEP June I, 2004 fling.

24

25 Q. Please discuss Staffs proposed treatment of TEP's Deferred Divestiture and GenCo

26

27

28

A.

A.

A.

Separation costs.

Staff has allowed these costs as a regulatory asset. These costs have been recorded as a

deferral on TEP's books and appear to have been approved by the Commission for
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1

2

3

deferral and future recovery. Staff has seen no evidence to this point that such costs were

unreasonable or imprudently occurred. Consequently, Staff has accepted the treatment

proposed by TEP for such costs.

4

5 Q-

6

Please discuss Staff's proposed treatment of TEP's proposal to set up a regulatory

asset for Financing Costs related to Generation.

7

8

9

10

11

12

13

Staff opposes this TEP proposal and has removed such prior year expenses from rate base.

TEP expensed such costs on its books in prior years, i.e., such costs were expensed by

TEP in 2004 and 2005. As a general matter, TEP should not be allowed to set up new

regulatory assets for costs that the Company expensed in prior years and in instances

where TEP had neither requested, nor received Commission approval for deferral.

Moreover, even if such costs had been deferred on TEP's books (they were not), the

appropriate raternaldng treatment would be to reflect such costs in the determination of the

14 cost of debt, not as a rate base addition.

15

16 Q-

18

19

Did you also adjust the ADIT related to TEP"s proposed "Implementation Cost

Regulatory Asset" to conform with Staff's recommended adjustments"

Yes. As shown on Schedule B-3, rate base is increased by $8.417 million for ADIT

related to Staffs adjustments to TEP's proposed ICRA.

20

21 Q- Are there some Staff operating expense adjustments that are related to this rate base

22 adjustment?

23

A.

A.

A. . Yes. Staff Adjustments C-20 and C-24 are related to this adjustment.
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B-4

Q.

Working Capital

Have you reviewed the Company 's request for  a working capital al lowance?

Yes.

The subcomponents are:

(1)

(2)

(3)

The Company's working capital request consists of four separate subcomponents.

a negative cash working capital balance of $25,022 million based on a lead/lag

study on a total company basis and $22.017 million on an ACC Jurisdictional

basis,

a thirteen-month average materials and supplies balance of $40.643 million on a

total company basis and $29947 million on an ACC Jurisdictional basis,

14

a thirteen-month average prepayments balance of $5.895 million on a total

company basis and $5.351 million on an ACC Jurisdictional basis, and

15

16 (4)
"71,

a thirteen-month average fuel inventory balance of 518972 million on a total

company basis and $l6.992million on an ACC Jurisdictional basis.

18

19

20

21

22

23

As shown on Company Schedule B-5, TEP's rate base reflects a request for working

capital of positive $40.488 million on a total company basis and 8530.273 million on an

ACC Jurisdictional basis. I will address the Company's cash worldng capital request,

along with the lead/lag study TEP provided as support for that request. I will also address

Staff' s adj vestment to TEP's requested fuel inventory.

A.

I lIIllul
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1

2 Q-

3

4

5

6

7

8

9

10

8-4.1 Cash Working Capital

What is cash working capital?

Cash working capital is the cash needed by the Company to cover its day-to-day

operations. If the Company's cash expenditures, on an aggregate basis, precede the cash

recovery of expenses, investors must provide cash working capital. In that situation a

positive cash worldng capital requirement exists. On the other hand, if revenues are

typically received prior to when expenditures are made, on average, then ratepayers

provide the cash working capital to the utility, and the negative cash worldng capital

allowance is reflected as a reduction to rate base. In this case, the cash working capital

requirement is a reduction to rate base as ratepayers are essentially supplying these thuds.

11

12 Q- Does TEP have a positive or negative cash working capital requirement?

13 TEP has a negative cash worldng capital requirement. In other words, ratepayers are

14 essentially supplying the funds used for the day-to-day operations of the Company. On

15

16

average, revenues from ratepayers are received prior to time time when the utility pays the

associated expenditures.

18 Q. Did TEP presenta lead/lag study in support of its cash working capital requirement?

19

20

Yes, TEP performed a lead/lag study to calculate the cash working capital requirement in

this case. The Company provided its lead/lag study calculations with the work papers

21 provided in the case.

22

23 Q- Has TEP made any revisions to the cash working capital calculation included in its

24 filing?

25 No, none of which I am aware.

17

26

A.

A.

A.

A.
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1 Q~ Are you recommending any revisions to TEP's cash working capital request?

2 Yes. Shave reflected the impact of Staffs adjustments to operating expenses and impacts

3 on revenue based taxes. I have also synchronized the calculation of cash working capital

4 with Staff" s recommended revenue increase.

5

6 Q- What is the result of your cash working capital calculation?

7

8

As shown on Schedule B-4.1, TEP's filed cash worldng capital request should be

decreased by approximately $3.0 million in total and $2.6 million on a jurisdictional basis.

9

10

11

B-4.2 Fuel Inventory

Please explain the adjustment to TEP's proposed Fuel Inventory.Q-

12 Staff witness Emily Medina has

13

14

15

16

17

18

19

20

21

This adjustment is shown on Schedule B-4.2.

recommended a coal inventory allowance of $l5.254 million. This compares with TEP's

proposed rate base amount, which was based on a 13-month average, of $l6.596 million.

Staff' s adjustment reduces TEP's proposed rate base amount for coal inventory by $1.342

million. Additionally, TEP's proposed amount for iii el oil inventory of $2.298 million

exceeds a normalized level by $1 .008 million. Staff has accepted TEP's proposed amount

for undistributed fuel handling expense of approximately $78,000. As shown on Schedule

B-4.2, TEP's proposed amount of fuel inventory of $l8.972 million is reduced by $2.350

million, to Staffs recommended level of $l6.622 million. The jurisdictional adjustment is

a $2.105 million decrease to TEP's proposed Mel inventory.

22

23 Q. How was TEP's fuel inventory determined for TEP in Decision No. 56689?

24

25

Decision No. 56659 (11/24/99) states at page 23 that: "The Commission finds that the

average daily burn rate should be used to calculate the fuel stock adjustment."

26

A.

A.

A.

A.
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1 Q- Is TEP's proposed fuel inventory consistent with how this was determined for TEP

in Decision No. 56659?2

3

4

No. TEP's proposal to use a 13 month average is inconsistent with this method of

determining the allowance for fuel inventory to be included in rate base.

5
e

6 B-5

7 Q-

Accumulated Depreciation and ADIT Related to Cost 0fRemoval

Please describe the Staff adjustment for cost of removal that TEP had accrued in its

8 depreciation rates.

9

10

11

12

13

In accordance with the Colnrnission's miles for depreciation rates, TEP had IMplemented

depreciation rates, which were approved by the Commission, which included a component

to collect for the estimated future cost of removal. On January l, 2003, TEP recorded

entries related to the implementation of Statement of Financial Accounting Standards

("FAS") No. 143, entitled "Accounting for Asset Retirement Obligations."

14

15 Q. What accounting guidance is provided in FAS 143?

16 FAS 143 requires, among other things, that all entities which have a legal obligations to

17

18

19

20

21

22

23

dispose-of tangible long~lived assets record a liability for that obligation. For some plant

and equipment, public utilities have a legal obligation to remove the asset at the end of the

service life. Such obligations are referred to as Asset Retirement Obligations ("AROs").

FAS 143 provides that, when the liability is initially recorded, the entity should capitalize

a cost by increasing the carrying amount of the related long-lived assets. Over time, the

liability is adjusted to its present value by recognizing accretion expense as an operating

expense, and the capitalized cost is depreciated over the useful life of the related asset.

A.

A.

A.

z A legal obligation that a party is required to settle as a result of an existing or enacted law, statute, ordinance, or
written or oral contract or by legal construction of a contract under the doctrine of promissory estoppal.

1
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1 Q-

2

3

4

5

What was the effect on TEP's earnings related to implementing FAS 143 ?

The cumulative effect of adopting FAS 143 was an increase of $67.5 million to the

Colnpany's net income for the year 2003.3 TEP identified legal AROs of approximately

$38 million, at the estimated dates of retirement. The present value of the AROs at

January l, 2003 was $1.1 million.

6

7 Q. What other entries did TEP make related to its adoption of FAS 143?

8

9

TEP also reversed $112.8 million of previously recorded Accumulated Depreciation that it

had collected for estimated future cost of removal through its rates through the end of

10 2002. This amount reversed all non~1ega1 AROs through the end of 2002 .

11

12 Q- What is Staffs position on this matter?

13

14

15

16

17

Staffs position is that the amount of Accumulated Depreciation should have been

recorded as a regulatory liability. The Company has been collecting estimated future cost

of removal in the depreciation rates for its generating assets for many years. Therefore,

Staffs analysis found that dies obligation should be recognized for regulatory purposes

and the Company should reverse the approximateeffects of implementing FAS -143. »

18

19 Q- How has Staff reflected this recommendation?

20

21

As shown on Schedule B-5, Staff increased Accumulated Depreciation by $112.8 million,

and reduced related Accumulated Deferred Income Taxes by $44.7 million. The

22

23

24

corresponding ACC jurisdictional amounts are $106.6 million and $32.9 million,

respectively. Staff has also made a related adjustment to Depreciation Expense. See Staff

Adjustment C-l5.

25

A.

A.

A.

3 See, e.g., TEP's FERC Form 1, 2003, page 117, column (c ), line 73, "Extraordinary Items after Taxes."

A.
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1 Q- Did TEP request or receive Commission authorization to implement FAS 143?

2

3

No. TEP had apparently been operating under a belief that it no longer required

Commission approval for implementing depreciation rate changes for its generation plant.4

4

5 Q.

6

7

Did TEP reverse the effects of FAS 143 in its 2007 rate filing?

No. TEP confirmed in response to Staff data request LCG 13.11 that the Company has

not reversed the effects of FAS 143, as adopted by the Company, in its 2007 rate filing.

8

9 Q- Has the Commission dealt with this issue before?

10

11

Yes, it has. In Arizona Public Service Company's recent rate cases, FAS 143 was

specifically notadopted for ratemaking purposes.5

12

13 Q-

14

Do you have any other comments regarding the context in which it might be

appropriate to adopt FAS 143 for ratemaking purposes?

15

16

17

18

19

Yes. If the Commission were going to adopt FAS 143 for ratemaking purposes, the

decision as to whether or not it should be adopted should be made in the context of a

utility rate case. Having a utility unilaterally adopt FAS l43 for regulatory accounting or

ratemaking purposes, without Commission approval, in between rate cases, is not

appropriate and raises additional concerns.

A.

A.

A.

A.

4 For example, TEP's response to data request STF 14.15(d) states in part that: "The rates used to depreciate
generation assets prior to their becoming deregulated, concurrent with going off of FAS No. 71 in 1999, were
established in Decision No. 59594 (March 29, 1996). Subsequent thereto, depreciation rates for certain generation
assets were changed four times."
> See, e.g., Decision No. 67744, dated April 8, 2005, Docket No. E-01345A-03-0473, page 19. Nor was FAS 143
adopted for ratemaking purposes in APS' most recent rate case, Docket No. E-01345A-05-0816. In that case,
consistent with the Commission's rules for determining depreciation rates, a provision for APS' estimated future cost
of removal continued to be incorporated in APS' depreciation rates.



Direct Testimony of Ralph C. Smith
Docket No. E-01933A-07-0_02 et al
Page 34

l Q- Please describe such concerns.

2

3

4

5

6

7

8

9

10

11

12

One of the primary concerns regarding a utility unilaterally adopting FAS 143 for

regulatory accounting purposes between rate cases would also be present in situations

where the utility unilaterally changed its depreciation rates, without Commission approval

or authorization, between rate cases. By coordinating depreciation rate changes with a

utility's rate cases, this can help assure that the depreciation expense that is included in the

development of the utility's rates is reasonably coordinated with the accumulation of

depreciation that is recorded on the utility's books. Estimated future cost of removal can

be a very significant portion of a utility's total depreciation rates. By ceasing to include a

cost of removal component in its depreciation rates for generation plant, effective as of

January l, 2003, TEP's build up of Accumulated Depreciation related to generation plant

on its books Hom that point forward has also been impacted.

13

14 B-6

15 Q-

Accumulated Depreciation Related to Unauthorized Depreciation Rate Changes

Please describe the Staff adjustment to Accumulated Depreciation for unauthorized

16 depreciation rate changes.

17

18

19

20

As shown on Schedule B~6, this adjustment increases Accumulated Depreciation as of

December 31, 2006 for an estimated amount of $46957 million related to depreciation

rate changes for TEP's generation plant that were implemented by TEP from 2002 through

2006, but which were not authorized by the Commission.

21

22 Q- Is the $46.957 million an exact amount?

23

24

No. The $46957 million is not an exact amount. Rather, it*is a rough estimate that TEP

has provided in response to Staff data request STF 14.15(b).

25

A.

A.

A.

I ll II lllll
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1

2

3

A related amount of Accumulated Deferred Income Taxes, calculated using the combined

income tax rate of 39.60 percent, is added back to rate base, as a partial offset to the

$46,957 million adjustment to Accumulated Depreciation.

4

5 Q-

6

7

Have you been able to identify the impact on Accumulated Depreciation from

January 1, 2002 through December 31, 2006, the end of the test year, related to

TEP's changes to its depreciation rates for generation plant?

8

9

10

11

12

13

14

15

16

17

18

At this time I have not been able to obtain an accurate determination of the impact on

Accumulated Depreciation from January 1, 2002 through December 31, 2006, the end of

the test year, related to TEP's changes to its depreciation rates for generation plant.

However, TEP has provided a rough estimate. Staff has issued several data requests to

TEP to obtain information believed to be necessary in order to ascertain what the balance

of Accumulated Depreciation would have been, in the absence of TEP's adoption of FAS

143 (which removed the cost of removal portion from TEP's depreciation rates applicable

to generation plant) and the other changes to depreciation rates that TEP implemented

without obtaining Commission authorization. As noted below, the implementation of FAS

143, and the related changes TEP made torts depreciation rates were not the only

depreciation rate changes implemented by TEP.

19

20 Q- When were TEP's depreciation rates last authorized by the Commission?

21

22

23

24

25

26

A.

A. As far as Staff can tell, TEP's depreciation rates were last authorized by the Commission

in Decision No. 59594 (March 29, 1996), which was an order from TEP's 1995 rate case,

Docket No. U-1933-95-317 that approved a settlement agreement. This was confirmed in

TEP's response to data request STF 14.15(e), which stated: "The most recent depreciation

rate order was that described in (d) above." TEP's response to data request STF 14.15(d)

referenced Decision No. 59594. Thus, Staff and TEP appear to be in agreement that
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1

2

TEP's last Commission authorized depreciation rates were the rates proposed by TEP in

Docket No. U-1933-95-317, which were approved by Decision No. 59594.

3

4 Q. What did Decision No. 59594 state with respect to the Commission's authorization of

5

6

TEP's depreciation rates?

Exhibit A to Decision No. 59594 contains the settlement agreement approved by the

7 Commission in that order. Page 3 of Exhibit A states as follows :

8

9
10
11
12
13
1 4

TEP 's proposed depreciation rates are approved TEP 's depreciation rates
may be changed from time to t ime in accordance with results of
depreciation studies performed by TEP with such changes to thereafter
_be_come_effective. upon Stars op_; oval. The Commission shall not.0e
bound to adopt for ratemakingpurposes any changes in depreciation rates
made pursuant ro this provision. (Emphasis supplied.)

15

16

17

18

This provision is clear that any subsequent changes to TEP's depreciation rates were to

become effective upon Staffs approval. Moreover, the Commission is not bound for

ratemaking purposes to adopt any changes in depreciation rates made pursuant to this

provision in the settlement.19

20

21 Q.

22

23

Based on the information you have received to date, how many rounds of

depreciation rate changes has TEP subsequently implemented after Decision No.

59594?

24

25

26

27

TEP's response to data request STF 14.15(d) states that subsequent to the depreciation

rates that were established in Decision No. 59594, depreciation rates for certain TEP

generation assets were changed four times. TEP's response to request STF 14.15(d)

describes these changes as follows:

28

A.

A.
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1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18

In the second quarter of2002, TEP changed its depreciation rates to reflect
increased estimates of the useful lives from 40 to 60 years for its Sundt
Generating Station gassed units and from 25 to 40 years for its internal

combustion turbines. With the adoption ofFAl 143 in January 2003, new
ARO assets were established and rates for their depreciation, reflecting
expected service lives, were implemented. During 2004, TEP engaged an
independent third party to review the economic estimated useful lives omits
owned generating assets in Springerville. Based on that information,
combined with plant life information provided by the operators and
participants of the joint generating plants in which TEP participates, new
depreciation rates reflecting service life extensions ranging from I] to 22
years were implemented in July. Finally, during the second quarter 2005,
a study requested by the participants in the San Juan Generating Station
was completed that indicated an economic useful life changed from
previous estimates. As a result, new depreciation rates reflecting an
extension of the useful lzfefrom 40 to 60 years were implemented in April
1, 2005.

19 Q- Were any of those depreciation rate changes authorized by the Commission or by

20 Staff?

21

22

23

Apparently not. Data request LA 21.1 referenced the new depreciation rates that TEP

implemented in the four rounds of depreciation rate changes: (b) April l, 2002, (c)

January 1, 2003, (d) July 1, 2004, and (e) April 1, 2005. Data request LA 21.1(f) asked:

24

25
26
27
28

For each of the new depreciation rates addressed in items b, c, d and e,
were such rates approved by the Commission Staff? If so, please provide

the related documentation and evidence of sucn approval. If not, explain
fully why not.

29

30 Similarly, data request LA 21 .1(g) asked:

31

32
33
34
35
36

For each of the new depreciation rates addressed in items b, c, d and e, did
TEP request Commission Staff approval of such rates? If not, explain fully
wry not. Ipso, please provide the information that TEP provided to Staff
related to TEP's request for approval, and all other correspondence that
TEP maintained related to such approval.

37

•

38

A.

TEP's combined response to data requests LA21 . 1 (D and (g) stated as follows:
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1

2
3
4
5
6
7
8
9

10
11
12

Approval of the depreciation study, and the resulting rates, was implicit
when the Commission issued Decision No. 59594 (March 29, 1996),
settling ire Company is general rate case. Commission approval of the
subsequent changes in 2002, 2004 and 2005 to the rates used for
depreciating generation assets was not sought because Commission
Decision No. 62]03 (November 30, 1999) severed the link between the cost
of providing service and the rates allowed to be charged for Generation
service, thereby requiring the Company to cease applying FAS 7] ro the
Generation segment omits business. Please see the Direct Testimony ohMs.
Karen Kissinger, and the responses ro previous data requests, for further
information on that subject.

13

14

15

16

17

18

19

Thus, TEP apparently did not apply for Commission approval or Commission Staff

approval of TEP's new depreciation rates that TEP implemented on April l, 2002, January

l, 2003, July l, 2004, and April 1, 2005. TEP's response to data requests LA 2l.l(f) and

(g) did not identify or provide any information that TEP had provided to Staff related to

TEP's request for approval, or other correspondence that TEP maintained related to such

approval.

20

21 Q- Were any of those depreciation rate changes authorized by Staff?

22

23

24

25

26

27

Based Staff' s review of available records, I am advised that Staff does not believe that any

of the four rounds of depreciation rate changes described in TEP's response to data

request STF l4.15(d) were approved by Staff This understanding appears to also be

consistent with TEP's response to data request LA 2l.l(D and (g), quoted above, which

indicates that Commission approval of the subsequent changes in depreciation rates that

TEP implemented in 2002, 2004 and 2005 was not sought.

A.

l ll l l H u l\l\l\ll I'll ll
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1 Q-

2

3

4

5

Based on your review of the evidence provided to date, how should the depreciation

rate changes that TEP implemented on April 1, 2002, January 1, 2003, July 1, 2004,

and April 1, 2005, that were not authorized by either the Commission or by Staff, be

treated for ratemaking purposes?

As noted above, the settlement provided in Decision No. 59594, which approved TEP's

6 last Commission authorized depreciation rates, stated specifically that: "TEP's

7

8

9

10

11

12

13

14

15

16

depreciation rates may be changed from time to time in accordance with results of

depreciation studies perfonned by TEP with such changes to thereafter become effective

upon Staffs approval. The Commission shall not be bound to adopt for ratemaldng

purposes any changes in depreciation rates made pursuant to this provision." (Emphasis

supplied.) The four rounds of depreciation rate changes that TEP implemented were not

authorized by the Commission and were not authorized by Staff. Consequently, these

were unauthorized depreciation rate changes. As a consequence, the depreciation for

ratemaking purposes should be recalculated using the Commission's last authorized

depreciation rates through December 31, 2006, the end of the test year. The last

Commission authorized depreciation rates for TEP were those approved in Decision No.

17 59594.

18

19 Q.

20

21

Has Staff requested that TEP provide a recalculation of Depreciation on TEP's

generation assets from January 1, 2002 through December 31, 2006, using the

Commission-authorized depreciation rates?

22 Yes. Staff has requested, in data request LA 21.9, that TEP recalculate its Accumulated

23

24

A.

A.

Depreciation balance using Commission approved depreciation rates from January 1, 2002

through December 31, 2006.
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1 Q- Has such information been provided?

2

3

4

5

Not yet. TEP has thus far refused to provide that requested information, claiming that

making such calculations "is truly burdensome and would require the full-time

dedication of one employee to this project for approximately three weeks." TEP's initial

response to data request LA 21 .9 states iiirther that:

6

7
8
9

10
11
12
13
14
15
16

In essence, Star' is asking that TEP recompute its monthly depreciation
accruals for the period of 2002 through 2006; this is 60 months. TEP
computes depreciation based on the average of the beginning and ending
plant balances in each category each month, thus TEP utilizes 120 monthly
amounts and 134 Generation depreciation cost categories. This
recomputation is tantamount ro approximately 16,000 separate
calculations. Computing depreciation provisions is a highly complicated
and time-consuming process and, given this volume of computations, ZAP
makes these computations in its Fixed Asset System instead of manually.
To attempt to replicate these calculations manually is highly impractical.

17

18 Q- Why is such information important?

19

20

21

22

23

24

Such information is important not only for the establishment of the proper amount of net

plant in TEP's rate base, but also for the establishment of new depreciation rates for TEP

to be applied prospectively. As I discuss in additional detail in a subsequent section of my

testimony which addresses depreciation rates, the balance of Accumulated Depreciation is

a fundamental component of the numerator used to develop depreciation rates using the

remaining life method. If the balance of Accumulated Depreciation is mis-stated due to

25

26

the impact of the unauthorized depreciation rate changes that TEP implemented during the

period 2002 through 2006, the resultant remaining life depreciation rates will also be mis-

The evidence thus far27 stated.

28

strongly suggests that the balance of Accumulated

Depreciation at December 31, 2006, the end of the test year, for TEP's generation assets is

29

A.

A.

seriously understated as the result of the unauthorized depreciation rate changes that TEP

implemented during the period 2002 through 2006
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l Q-

2

3

4

5

6

7

Has Staff completed its investigation of whether those depreciation rate changes

implemented by TEP were authorized by the Commission?

No. Staff has not yet completed its investigation of whether the depreciation rate changes

that TEP implemented were authorized by the Commission. However, as noted above,

Staffs efforts to obtain an accurate estimate of the impact on December 31, 2006

Accumulated Depreciation and on the depreciation rates proposed by TEP have been

delayed by TEP's refusal to provide information believed to be important.

8

9 Q-

10

11

What adjustment is necessary at this time to Accumulated Depreciation for the

depreciation rate changes that TEP implemented during 2002 through 2006 which

were authorized by the Commission?

12

13

14

15

16

17

18

19

Because those depreciation rate changes that TEP implemented were not authorized by the

Commission, a calculation needs to be made to adjust the December 31, 2006 balance of

Accumulated Depreciation to reflect the accumulation of depreciation each year at the

depreciation rates that were authorized by the Commission. At this time, the best

information available to the Staff appears to be the estimate of $46957 million that TEP

provided in response to data request STF l4.l5(d). ACC juNsdictional rate base is

decreased by $44391 million for the impact on Accumulated Depreciation, and is

increased by $l3.70l million for related ADIT.

20

21 Q-

22

23

24

Will an adjustment to TEP's proposed depreciation rates also be necessary to

account for the correction to Accumulated Depreciation for depreciation rate

changes that TEP implemented during 2002 through 2006 which were authorized

by the Commission?

25

26

Yes. Additionally, as noted above, because TEP's new depreciation rates in the current

rate case are being determined on the basis of the remaining life method, the new

A.

A.

A.

l u l lllll\lll
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1

2

3

depreciation rates for TEP would need to be revised to reflect the different balances of

Accumulated Depreciation for each component of depreciable plant that would have

resulted had TEP only applied Commission-authorized depreciation rates .

4

5 B-7

6 Q-

7

Miscellaneous Accumulated Deferred Income Tax, Account 190

Please explain the adjustment to Miscellaneous Accumulated Deferred Income Taxes

("ADIT") that were recorded by TEP in Account 190.

8

9

10

This adjustment is shown on Schedule B-7. It decreases total company rate base by

$34536 million and jurisdictional rate base by $25.448 million for the impact of the

following:

11

12 1)
\ ' 13

removal of the ADIT related to the Supplemental Executive Retirement Plan

("SERP")6,

14

15 2) removal of the ADIT relating to stock-based compensations, and

16

17 3) removal cf the ADIT balance related to FAS 106 and FAS 112.

18

19

20

21

This adjustment to ADIT is necessary to properly coordinate the impact of Staffs related

adjustments to operating expenses with the ADIT amount included in rate base. An

additional reason is to coordinate the debit-balance ADIT in Account 190 with the

22 reflection in rate base of the related liability and deferred credit amounts that have given

23 rise to such ADITZ

24

A.

6 See Staff Adjustment C-8 that has removed the expense related to SERP.
1 See Staff Adjustment C~7 that removes the expense for stock-based compensation.
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1 Q-

2

Please explain how Staff's adjustments for these ADIT items have been coordinated

with the reflection of the related liability and Other Deferred Credits amounts in the

3 determination of rate base.

4

5

6

Staff has removed the ADIT related to SERP. Consistently, the liability/deferred credit

related to SERP has not been reflected as an offset to rate base. Similarly, Staff has

removed the ADIT relat ing to  stock-based compensat ion. Consistently, the

liability/deferred credit related to stock-based compensation has not been reflected as an

offset to rate base.

7

8

9

10 Q. Please discuss the ADIT related to FAS 106 and FAS 112.

11

12

13

14

15

16

Neither Staff nor TEP have reflected a rate base offset for the liability for Statement of

Financial Account ing Standards Nos.  106 and 112 ("FAS l 06" and "FAS ll,"

respectively). However, TEP's original filing included $20,497,276 of debit-balance

ADIT in rate base for FAS 106 and FAS 112. Staff has removed this amount because the

corresponding liability or deferred credit balance has not been utilized as a rate base

offset. Also, TFP has historically followed a cash basis for other post retirement benefits

and workers' compensation expense for ratemaking purposes, randier than the accrual

method provided for in FAS 106 and FAS 112, respectively. TEP's response to data

request LA-23.5 agrees that this ADIT should not be included in rate base.

17

18

19

20

21 Q- After making Staff's adjustment, what amount of debit-balance ADIT in Account

190 remains as an addition to rate base?22

23

24

25

As shown on Schedule B-5, TEP's proposed amount for debit-balance ADIT in Account

190 of 360.184 million is reduced by $34536 million, such that $5.6 million remains as an

addition to rate base, prior to jurisdictional allocation.

26

A.

A.

A.

Lu ll
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1 Q- Should a debit-balance ADITiteM in Account 190 for "Moratorium Reduction/Lease

2 SL vs. Cash" be treated as an addition to rate base?

3 No. TEP's rate base included an $8.499 million item entitled "Moratorium

4 Reduction/Lease SL vs. Cash." Company workpaper TEP(0402)003252 provided the

5

6
7
8
9

10
11
12
13
14
15
16
17

following explanation:

"TEP is involved in four major leases, Springerville Unit 1, Springerville
Common, Sp ringerville Coal Handling, and Irvington Unit 4. For Books,
these are treated as capital leases, but both rates and tax treat the leases as
operating leases. Ratemalang uses a straight line basis to determine lease
expense while tax uses actual cash payments. Dur ing the f inanc ia l
restructuring of the Company in the early 1990s, no lease payments were
made during the moratorium period (February 1990 through December
1992). The amounts were restructured into the new lease agreements to be
amortized over the life of the respective leases beginning in 1992. Tax
deducted lease expense during the moratorium period. As a result, Tax
reduces cash lease expense by moratorium amortization for the period.
Lease expense related to Springerville Unit 1 is excludedfor ratemaking. "

18

19
20
21
22
23

"TEP purchased a portion of the SGS Common Lease Debt Equity in 200]
(Hubbell). The asset is not included in rate base and lease expense for
both rates and tax is calculated as if the Hubbell transaction had not
occurred. A similar transaction occurred in 2006for the SGS Unit I lease
(Comcast), but as described above, SGS Unit I lease expense is excluded "

24

25

26

27

TEP's workpaper further states that: "ADIT is calculated as the difference between the

balance of the lease obligation under the straight-line and cash methods (adjusted for

moratorium reductions), times the tax rate. ADIT related to the Unit l lease is excluded

28 from rate base.ea

29

30 TEP's response to Staff data request LA 23.7 states: "The ADIT of $8,498,511 was

included as an increase to rate base in error. The removal of this amount is reflected in the31

32 supplemental responses to STF 1.85 and STF 1.86."

33

A.



Direct Testimony of Ralph C. Smith
Docket No. E-01933A-07-0402 et al
Page 45

1 B-8 Other Deferred Credits

2 Q- What amount of Other Deferred Credits did TEP reflect as a rate base deduction?

3

4

TEP reflected $6.823 million. This includes $4.496 million for an Asset Retirement

Obligation and $2.327 million for Microwave Equipment

5

6 Q- Does the $6.823 million reflected by TEP as a rate base offset include all of the

amounts of Other Deferred Credits that should be deducted from rate base?7

8 No. There are three other components of Other Deferred Credits which should also be

9 deducted from rate base. Accordingly, Staff Adjustment B-8 reflects the rate base

10 deduction for those three items.

11

12 Q- Please explain Staffs adjustment for Other Deferred Credits.

13 As shown on Schedule B-8, this adjustment reduces rate base by $3.563 million for Other

14 Deferred Credits for lease costs, and

environmental costs. The related debit-balance ADIT items have been included in rate

reclamation costs, headquarters building

15

16

17

18

base in Account 190, and have increased TEP's rate base. This adjustment is needed to

adjust rate base for the related non-investor supplied capital that has been recorded in the

related liability/deferred credit accounts.

19

20 Q- What are the deferred reclamation costs, and why is there an ADIT balance related

21 to that liability?

22

23
,Q

24

25

As identified on Company workpaper TEP(0402)003253, TEP has incurred reclamation

cost for San JuanfFour Corners. For book purposes, TEP accrues post term reclamation

costs over the remaining life of the coal supply agreements for San Juan and Four Comers.

For tax purposes, TEP deducts actual cash payments, i.e., these expenses are not tax-

8 See, e.g., TEP's responses to Staff data requests 1.122 and 14.30.

A.

A.

A.

A.

l



Oth. Def. Credits Rate Base Offset

Per TOP Pa Staff

Description Sch B-1 Sch B-8

Asset Retirement Obligation $ (4,495,821) $ (4,495,821)

|Microwave uipment $ (2,327,484) $ (2,327,484)

DebaTed Reclamation Costs $ (2,560,865

Deferred UET Lease Costs $ (301,858)

Deferred Environ Cost-San Juan s (700,669)

Total s (6,823,305) $ (10,386,697)
Difference - Staff Aqiustmcnt (3,563,392)$

ADIT Rate Base Addition

Per TEP Pa St of

W/P 002789 Sch B-7

Note a Note a

$ 921,684 s 921,684

$ 1,014,103 $ 1,014,103

$ 119,536 s 119,536

$ 277,465 $ 277,465
$ 2,332,788 $ 2,332,788

$

Comb. Tax Rate

ADIT /

Oth Def Credit

39.60%

39.60%

39.60%

39.60%
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1 deductible until they are paid. TEP's workpaper indicates that "ADIT is calculated as the

balance of the deferred reclamation liability times the tax rate."2

3

4 Q- What are the UET lease costs, and why is there a related ADIT balance?

5

6

7

8

As identified on Company workpaper TEP(0402)003257, TEP has an operating lease for

the UniSource Energy Tower in Tucson, and expense is recognized on a straight-line

basis. For tax pLu'poses, TEP deducts actual cash payments. TEP's workpaper indicates

that "ADIT is calculated as the balance of the deferred lease liability times the tax rate."

9

10

11

Q- What are the deferred environmental costs and why is there an ADIT balance

related to that liability?

12

13

14

As identified on Company workpaper TEP(0402)003249, TEP has incurred expenses for

environmental liabilities for the San Juan Plant, and has provided for a Grand Canyon

Trust Reserve liability. For book purposes, TEP records expense and records the liability.

For tax purposes, these expenses are not deductible until they are paid. TEP's workpaper

indicates that "ADIT is calculated as the balance of the liability times the tax rate."

15

16

17

18

19

20

Q- Please show exactly how the Other Deferred Credits that are reducing rate base

relate to the specific components of debit-balance ADIT in Account 190 that have

21

22

increased rate base.

The following table summarizes how the Other Deferred Credits in Staff Adjustment B-8

that reduce rate base relate to the specific components of debit-balance ADIT in Account

190 that have increased rate base:23

24
Other Deferred Credits and Related ADIT

25

26

A.

A.

A.
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1

2

3

As summarized in the above table, Staff s adjustment increases the rate base deduction for

Other Deferred Credits by $3.563 million, to a total amount of $10,387 million. The ACC

jurisdictional adjustment for Other Deferred Credits decreases rate base by $2.626 million.

4

5 B-9

6 Q-

Customer Care & Billing System

Please explain the adjustment to the Customer Care & Billing System.

7

8

As shown on Schedule B-9, this adjustment removes a portion of TEP's Customer Care &

Billing System ("CC&B" or "CCBS") cost to allocate such cost to the other affiliates that

9 use its The CCBS is currently used by not only TEP, but also by other TEP affiliates. The

10 allocation of CCBS cost is on the basis of customer counts. TEP's portion of the total

11

12

cus tomer  count  is  a ppr ox ima tely 63  per cent . Consequent ly,  a n a l loca t ion of

approximately 37 percent to the other affiliates who use the CCBS is appropriate. This

13

14

15

16

a djus t ment  r educes  Int a ngib le P la nt  in  S er vice by $6 . 221  mil l ion,  a nd r ela t ed

Accumulated Depreciation as of December 3 l, 2006, by $485,157. The reduction to total

rate base is $5.736 million. Intangible Plant and Accumulated Depreciation, on an ACC

jurisdictional basis, are reduced by $4.736 million and $369,309, respectively, for a net

rate base reduction of $4.366 million.17

18

19 Q- What functions are performed by TEP's CCBS?

20

21

A list of primary business functions that the CCBS supports for all three companies that

currently use it were listed in TEP's response to Staff data request LA l1.4(d).

22

23 Q~ When did TEP begin using the CCBS?

24

25

The CCBS was implemented by TEP in April 2006, according to the response to Staff

data request LA 11.4(b).

26

A.

A.

A.

I'll
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1 Q- What TEP affiliates use the CCBS, and when did they start using it?

2

3

4

The response to Staff data request LA ll.4(d) indicates that TEP's affiliates, UNS

Electric, Inc. ("UNSE") and UNS Gas, Inc. ("UNSG"), each use the CCBS. UNSE and

UNSG started using the CCBS in April 2007, and are expected to continue to use the

5 system in the future.

6

7 Q. How are the costs of the CCBS being allocated among TEP and its affiliates?

8 According to the response to Staff data request LA 11.4(b): "The CC&B costs are

9 allocated among TEP and affiliates based on the customer count in each company.as

10

11 Q~ Is this Staff rate base adjustment related to an income statement adjustment?

12

13

Yes. Staff Adjustment C-16 reflects a related adjustment to operating expenses to remove

a portion of the CCBS expenses to reflect an allocation to the other affiliates that use the

CCBS.14

15

16 Iv. ADJUSTMENTS TO OPERATING INCOME

17 Q- Please describe how you have summarized Staffs proposed adjustments to operating

18 income.

19

20

21

22

23

24

Schedule C summarizes Staffs recommended net operating income. Schedule C.1 (ACC)

presents Staffs recommended adjustments to test year revenues and expenses on an

Arizona jurisdictional basis.9 The impact on state and federal income taxes associated

with each of the recommended adjustments to operating income are also reflected on

Schedule C.1. TEP's proposed adjusted test year net operating incomers negative

$13173 million, whereas Staffs recommended adjusted net operating income is $62332

9 Attachment RCS~2 also includes a Schedule C.l (TC) that presents Staffs adjustments on a total company basis.

A.

A.

A.

A.
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1

2

million. The recommended adjustments to operating income are discussed below in the

same order as they appear on Schedule C.l.

3

4 C-1

5 Q-

6

7

8

9

Sp ringerville Unit 1

Please explain Staff Adjustment C-1.

TEP has proposed to adjust Springerville Unit 1 non-fuel O&M expense to a market rate.

Staff recommends that TEP's proposed adjustment be rejected. Staff recommends that

Springerville Unit 1 be treated for ratemaking purposes similar to how this has been

treated in prior TEP rate cases, using a $15 per kilowatt-month fixed cost recovery rate.

10

11 Q- Please briefly explain the historical ratemaking treatment of Springerville Unit 1.

12

13

14

15

16

Decision No. 56659 (October 24, 1989) required TEP to adjust the revenue requirement

effect of Springerville Unit 1 to reflect a $15 per kilowatt-month fixed cost recovery rate

that reflected the cost of long-term generation capacity reasonably available at that time.

TEP used a $15 fixed rate per kW per month for Springerville Unit 1 in its subsequent rate

cases before the Commission.

17

18

19

20

21

22

23

As TEP witness Kissinger explains on page 13 of her direct testimony, "the Commission

has chosen in the past to provide recovery of the Springerville Unit 1 costs (lease

payments, amortization of leasehold improvements, operating costs, and an allocable

portion of the Springerville coal handling costs) through a Ievelized payment stream

similar to a purchased power arrangement." Accordingly, an adjustment has been made in

prior cases to remove Springerville Unit l leasehold improvements less accumulated

24 amortization from rate base.

25

A.

A.
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l Q- How does TEP's proposal in the current rate case differ from that historical

2 treatment?

3

4

5

6

7

8

9

10

11

TEP witness Hutchens states at page 17 of his testimony that: "most of the factors

underlying Decision No. 56659 no longer exist. For instance, the entity that owned

Springerville Unit No. 1 no longer exists. Also, the related power supply agreement no

longer exists. Perhaps most importantly, the market for wholesale electric power and the

industry structure has dramatically changed since the Commission issued that decision."

Based on this analysis, for the current rate case, TEP proposes to use a much higher

monthly fixed cost rate of $25.67 per kw. At page 17 of his Direct Testimony, Mr.

Hutchens states that this rate "more appropriately recognizes current realities in the

wholesale market for long-tenn power capacity supplies."

12

13 Q- Is TEP actually paying the monthly fixed cost rate of $25.67 per kw?

14 No _

15

16 Q- How does TEP account for Springerville Unit 1?

17

18

19

As described on page 13 of TEP witness Karen Kissinge1°'s Direct Testimony, for GAAP

financial reporting purposes, TEP accounts for the Springerville Unit 1 as a capital lease.

TEP records a capital lease asset and liability on its balance sheet. The asset is reduced

20

21

over time by depreciation (similar to a plant asset that is owned by TEP). The liability is

TEP also has made leasehold

22

reduced as principal on the debt as it is repaid.

improvements, which it has recorded as utility plant. TEP amortizes the leasehold

23

24

improvements over the remaining term of the lease. As TEP operates Springerville Unit

1, the Company also incurs operating expenses related to this generating unit.

25

A.

A.

A.
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Q- Could Springerville Unit 1 be treated as a capital lease that is included in rate base

and depreciated for ratemaking purposes?

It could. Such treatment would be consistent with TEP's accounting, and provides for the

recovery of the cost related to the investment in and operation of this plant. In addition to

providing for the recovery of the related operating expenses, it provides for a return of and

on the capitalized lease investment. Additionally, while the plant is currently being

operated by TEP under the terns of a lease agreement, provisions in such lease provide

that TEP may acquire the plant at the end of the lease, and TEP has indicated its intention

to acquire the plant.

Yes. As described in TEP's 2006 Securities and Exchange Commission Form 10-K, at

Do the Springerville Unit 1 lease, common facilities lease and coal handling facilities

lease contain a provision whereby TEP can acquire the plant at the endof the lease?

14 page K-4:

15

16

17

18

Springerville Unit I is leased by TEP. The Springerville Generating Station
also includes the Springervil le Coal Handling Facil it ies and the
Springerville Common Facilities.

19

2 0

2 1

2 2

23

2 4

25

26

27

28

The terms of the Springerville Unit I Leases, which include a 50% interest
in the Springerville Common Facilities, expire in 2015, but have optional
fair market value renewal and purchase provisions. In 1985, TEP sold and
leased back its remaining 50% interest in the Springerville Common
Facilities. The terms of the Springerville Common Facilities Leases expire
in 20]7 and 2021, but have afxedprice purchase provision. In ]984, TEP
sold and leased back the Sp ringerville Coal Handling Facilities. The terms
of the Springerville Coal Handling Facilities Leases expire in 2015, but
have a fxedprice purchase provision.

29

30

3 1

32

Since entering into the Springerville leases, TEP has purchased a 14%
equity ownership in the Springerville Unit 1 Leases and a 13% equity
ownership in the Springerville Coal Handling Facilities Leases.

A.

A.

I 1111111
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1 Similar disclosures are made at pages K-19 and K-52 of TEP's 2006 Form 10-K. For

2 example, page K-52 states:

3

4
5
6
7
8
9

10
11

Except for TEP 's 14% equity ownership in the Sp ringerville Unit I Leases
and its ]3% equity ownership in the Springerville Coal Handling Facilities,
TFP will not own these assets at the expiration of the leases. TEP may
renew the leases or purchase the leased assets at such time. the renewal
and purchase options for Springerville Unit I and Sundt Unit 4 are
generally for fair market value as determined at that time, while the
purchase price option is fixed for the Springerville Coal Handling
Facilities and Common Facilities.

12

13 Q.

14 as

15

16

If the Commission determines that the ratemaking treatment for Springerville Unit 1

should be based on a continuation of the levelized payment stream, rather than

capital lease that is included in rate base and depreciated, does Staff agree with

TEP's proposed increase of the fixed monthly rate from$15 to $25.67 per kw?

17 No. Staff disagrees with TEP's proposed increase of the fixed monthly rate to $25.67. As

18

19

20

21

22

23

24

25

26

noted above, the Springerville Unit 1 and Coal Handling Facilities leases do not expire

until 2015, and the Springerville Common Facilities lease until 2020. While a significant

cost adjustment may be warranted when these Springerville leases expire, if such facilities

are purchased by TEP, there is no compelling need at this time to revise the $15 per kW

fixed monthly rate. Consequently, if the Commission determines that the ratemaking

treatment for Springerville Unit 1 should be based on a continuation of the levelized

payment stream, rather than as a capital lease that is included in rate base and depreciated,

the fixed monthly rate should remain at $l5per kw, as established in Decision No. 56659

and used in prior TEP rate cases.

27

l I llll-l

A.

a
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l C-2

2 Q-

3

4

5

6

7

8

Luna Plant Facility

Please explain Staff Adjustment C-2.

This adjustment reverses TEP's proposed adjustment for the Luna Plant Facility. TEP has

proposed to adjust Luna Plant O&M expense to a "market rate" and to adjust purchased

power demand cost to a market rate. Staff recommends that TEP's proposed adjustment

be rejected. This will essentially include the Luna Plant O8clVl expense in rates at cost.

This adjustment is related to Staff Adjustment B-2, which effectively includes the Luna

Plant in rate base at TEP's recorded cost as of December 3 l , 2006, the end of the test year.

9

10 Q. Since the Luna plant was in service for only part of the 2006 test year, did you reflect

11 annualized amounts for O&M expenses"

12

13

14

Yes. TEP's response to Staff data request LA 11.37 provided annualized amounts for

O&M expense, which I have reflected in Staff Adjustment C-2. Additionally, in Staff

Adjustment C-3, I have reflected annualized depreciation expense on the Luna plant in

service amount that has been included in rate base.15

16

17 C-3

18 Q-

19

20

21

22

23

A.

A.

A.

Luna Facility Depreciation and Property Tax Expense

Please explain Staff Adjustment C-3.

This adjustment provides for Depreciation and Property Tax Expense on the Luna Facility

amount of Plant in Service that has been included in rate base. Depreciation Expense is

increased by $1.219 million in total, and by $1.148 million on an ACC jurisdictional basis.

Property tax expense is increased by $374,577 in total and $354,104 on an ACC

jurisdictional basis. .
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1 C-4 San Juan Coal Contract

2 Q. Please explain Staff Adjustment C-4.

3

4

This adjustment removes the $9.884 million from Mel expense related to the San Juan coal

contract. The reasoning for this removal is addressed in the testimony of Staff witness

Emily Medina.5

6

7

8

9

10

Bad Debt Expense .

Please explain Staff Adjustment C-5.

11

12

13

14

This adjustment reduces bad debt expense by approximately $513,000 to reflect the

correction of an error in TEP's proposed amount. It also reduces uncollectibles expense

by $224,156 relating to Fixed CTC Revenue that TFP received during the 2006 test year.

TFP has projected that its Fixed CTC will be fully collected in 2008. The Fixed CTC will

not be an ongoing source of revenue to TEP, and TEP has removed that revenue in a pro

forma adjustment to the test year. The test year uncollectibles related to Fixed CTC

Revenue should also be removed.15

16

17» Q-

18

I f the removal of Fixed CTC Revenue contributes to the need for TEP to have a base

rate revenue increase in this proceeding, how would uncollectibles be provided for

relating to the base rate revenue increase?19

20

21

22

A.

A.

A. Uncollectibles on any base rate revenue increase needed by TEP in this proceeding are

provided for in the Gross Revenue Conversion Factor. The GRCF uses the same

uncollectible factor as I have used in Staff Adjustment C-5.
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l C-6 Edison Electric Institute Dues

2 Q. Please explain Staff's proposed adjustment for Edison Electric Institute dues.

3

4

5

6

This adjustment is shown on Schedule C-6 and reduces test year expense by $188,475 on

a total company basis and $180,343 on an ACC Jurisdictional basis. It reflects the

removal of 49.93 percent of EEl core dues, 100 percent of the EEl UARG dues and 10

percent of the EEl USWAG dues.

7

8 Q~ How does Staffs proposed adjustment for Edison Electric Institute dues compare

with TEP's proposed treatment of such dues?9

10

11

12

13

As noted above, Staffs adjustment reflects the removal of 49.93 percent of EEl core dues,

100 percent of the EEl UARG dues and 10% of the EEl USWAG dues. TEP's filing

reflected the removal of 20 percent of the EEl core dues (apparently only the direct

lobbying portion), and none of the EEl UARG or USWAG dues.

14

15 Q. How did you determine the portion of EEl core dues that should not be charged to

16

17 A.

18

ratepayers?

I obtained a~ classification by NARUC»category forEEI Core Dues activities for theyeaf

ended December 31, 2005. This is shown on Schedule C-6, page 2. EEl Core Dues

relating to the following activities should be excluded from rates:19

20

21

22

23

24

25

o Legislative Advocacy

o Regulatory Advocacy

o Advertising

o Marketing

o Public Relations

A.

A.

mu III
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1 The sum of EEl Core Dues activities for these NARUC categories totals 49.93 percent, as

2 shown on Schedule C-6, page 2.

3

4 Q. What is the purpose of the NARUC-designated categorization of EEl expenditures?

5

6

7

8

9

The purpose of the NARUC-designated categorization of EEl expenditures is to provide

regulatory commissions with information that is useful in helping them decide which, if

any, of the costs of the association should be approved for inclusion in utility rates. Often,

state commissioners review the costs of the association charged or allocated to the utilities

in their jurisdiction in accordance with the policies of their commission for treatment of

10 directly incurred by the state's utilities for similar activities.

11

costs Certain expense

categories may be viewed by some State commissions as potential vehicles for charging

12

13

14

ratepayers with such costs as lobbying, advocacy or promotional activities which may not

be to their benefit. The NARUC-designated categories of EEl expenditures are thus

intended to be helpful to state utility regulatory commissions.

15

16 Q~

17

Was this same percentage for the EEl core dues disallowance recently used in any

ether electric utility rate cases? -

18 Yes. The Arkansas Public Service Commission in Docket No. 06~101-U, an Energy

19

20

21

Arkansas, kic., rate case, in Order No. 10 (6/15/07) adopted a similar adjustment to reflect

the disallowance of 49.93 percent of EEl core dues. This 49.93 percent disallowance of

EEl core dues corresponds to the above-identified activity categories.

22

23 Q- What is UARG?

24

25

26

UARG is the EEl Utility Air Regulatory Group, which EEl sometimes also refers to as the

"Separately Funded Activity" ("SFA") for Environment. This group, like the other EEl

separately funded activities (or "U-groups") advocates the electric utility industry's views

A.

A.

A.

u m
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1

2

3

before legislative, regulatory, and judicial bodies. Therefore, these costs should not be

borne by ratepayers. I recommend disallowing $106,472 on a total company basis, and

$101 ,878 on an ACC Jurisdictional basis, of EEl UARG dues from the cost of service.

4

5 Q- Did TEP provide information from EEl indicating the non-deductible percentage for

6 UARG?

7 Yes.

8

A letter from EEl dated July 26, 2006, provided on Company workpaper

TEP(0402)002404, states that 100 percent of such activities are non-deductible:

9

10
11
12
13

"We have completed the calculation of EEI's actual expenditures relating
to influencing legislation for calendar year 2005. A total of 100% oft Ne
assessment for the SFA for Environment were devoted to non-deductible
activities. "

14

15 EEl's letter refers to UARG as the SFA for Environment. EEl's invoices refer to the

16

17

SOFA-Environment by its traditional designation, UARG. Association activities such as

lobbying and influencing legislation is considered a "non-deductible activity" for federal

18 of the UARG dues related to "non-

19

income tax purposes. Accordingly, 100 percent

deductible activity" should be disallowed for rateniaking purposes.

20

21 Q- Did TEP provide information from EEl indicating the non-deductible percentage for

USWAG?22

23

24

25

26

27

Yes. A portion of TEP's EEl dues are for the Utility Solid Waste Activities Group

("USWAG"). Per Company workpaper TEP(0402)002404, which is a July 26, 2006 letter

from EEl, ten percent of USWAG for 2006 is for non-deductible legislative advocacy

expenses. I have removed ten percent of TEP's 2006 EEl dues expense relating to

USWAG.

28

A.

A.



Direct Testimony of Ralph C. Smith
Docket No. E-01933A-07-0402 et al
Page 58

1 C-7

2 Q.

3

4

5

6

7

8

9

10

11

Incentive Compensation

Please explain Staff Adjustment C-7.

This adjustment removes 50%  of a normalized level of expense related to TEP's

Performance Enhancement Program and deferred compensation plan. In general,

incentive compensation programs can provide benefits to both shareholders and

ratepayers. The removal of 50 percent of the incentive compensation expense, in essence,

provides an equal sharing of such cost, and therefore provides an appropriate balance

between the benefits attained by both shareholders and ratepayers. Both shareholders and

ratepayers stand to benefit from the achievement of performance goals. Moreover, there is

no assurance that the award levels included in the Company's proposed or Staffs

normalized expense (before sharing) will be repeated in nature years.

12

13

14

In addition, this adjustment reflects the removal of 100 percent of the expense associated

with TEP's Long Term Incentive Plan and Stock Based compensation (see additional

discussion below).15

16

17

18

19

20

21

The adjustments to expense for each of TEP's incentive compensation programs are

summarized on Schedule C-7, page 1. The adjustment reduces O&M expense by

$3,910,268 on a total company basis and $3,537,801 on an ACC Jurisdictional basis. A

related impact on payroll tax expense reduces that by $130,736 on a total company basis

and $117,735 on an ACC Jurisdictional basis.

22

23 Q- What is shown on the other pages of Schedule C-7.

24

25

26

Schedule C-7, page 2, details Staff' s derivation of a normalized amount of PEP expense,

based on a three-year average, as well as related payroll tax expense. Page 2 also

summarizes TEP's 2006 test year expense for stock based compensation.

l

A.

I ll

A.
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1

2

3

4

Schedule C-7, page 3, summarizes TEP's proposed expense for PEP and related payroll

taxes. TEP proposed to include in operating expenses PEP expenses of $3.838 million,

based on a four-year average, with no shareholder sharing, and approximately $288,000 of

related payroll tax expense.

5

6

7

Schedule C-7, page 4. lines 1-11, are similar to page 3. Page 4, lines 1-10, shows Staffs

normalized PEP expense, based on a three-year average, 2004-2006, allocated to FERC

8

9 recommended disallowance,

accounts in the same proportion as TEP's proposed expense. Column B, shows Staff" s

which is 50 percent for PEP, based on 50/50

10

11

12

13

14

15

ratepayer/shareholder sharing of the normalized annual cost of this component of TEP's

incentive compensation. Line ll shows the related payroll tax expense. Lines 12 shows

Staffs recommended adjustment for deferred compensation based on 50/50

ratepayer/shareholder sharing of the 2006 expense. Lines l3~l4 show Staff' s

recommended adjustment for Officer's Long Term Incentive Plan compensation, based on

allocating responsibility of this expense to shareholders.

16

17~ Q. Please discuss UniSource Energy Corporation's Performance Enhancement

18 Program.

19

20

21

22

23

24

25

26

TEP participates in the same incentive compensation arrangement, the Perfonnance

Enhancement Plan ("PEP"), as its affiliates, UNS Gas and UNS Electric. As explained in

the Company's response to data request STP 1.81, TEP's non-union employees participate

in UniSource Energy Corporation's PEP. UniSource Energy Services ("UES") is a

subsidiary of UniSource Energy Corporation and the parent company of TEP. The

structure of the PEP determines eligibility for certain bonus levels by measuring UES'

performance in three areas: (1) financial performance, (2) operational cost containment,

and (3) core business and customer service goals. Levels of achievement in each area are

A.

41

l
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1

2

3

4

5

assigned percentage-based "scores." Those scores are combined to calculate the final

payout. The amount made available for bonuses pursuant to the PEP formula may range

from 50 percent to 150 percent of the targeted payment level. The financial performance

and operational cost containment components each make up 30 percent of the bonus

structure, while the core business and customer service goals account for the remaining 40

6 percent.

7

8 As explained in the Company's response to data request STF 1.81(f) :

9

10

11

12

13

14

15

16

17

"In 2005, PEP had a structure with Iwo primary goals. The primary
financial goal was a combined financial measure for UNS Electric, UNS
Gas and TEP. The second primary goal measured TEP business unit
financial performance, customer and reliability goals, integration goals,
and safety and employee goals. Each of the two primary goals were
weighted equally and PEP only paid zfthe primary fznancial goal was met.
As stated in the response to STF ].81(e), the 2005 primary financial goal
was not met, "

18

19 Q~

20

Even though the primary financial goal under the PEP was not met in 2005, were

incentivebonuses paid?

21 Yes, they were. As explained in TEP's response to STF 1.81(e):

22

23

24

25

'Tn 2005, the primary financial goal of PEP was not met; therefore, no
PEP was awarded in 2005. However, snort-term incentive compensation
was paid out in the form of Special Recognition Award. "

26

27 Q- Was the same structure described above in effect during the test year?

28 No. As explained in TEP's response to STP 1.81(f):

29

30

31

32

A.

A.

"In 2006, the PEP structure was changed to the program that exists today.
It consists of tree independent primary goals, and even of the primary
goals has its own trigger, meaning that if one of the primary goals is not
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l
2
3
4
5
6
7

met, there is still the opportunity to achieve the two remaining primary
goals. The three primary goals are comprised of a Unisource Energy
Earnings per Snare goal (weighted 30%), a Cost Containment goal Which
manages Operations and Maintenance spending (weighted30%), and Core
Business and Customer Service goals (weighted 40%). The Core Business
and Customer Service goals have many sub-goals beneath them, measuring
reliability, customer service, project completion, regulatory and safety. "

8

9

10

11

12

13

14

15

16

The earnings per share goal benefits shareholders. The cost containment goal would

benefit ratepayers, to the extent that cost savings are recognized in a test year. In other

years, cost savings would primarily benefit shareholders. Ratepayers may also see benefit

from TEP's achievement of core business and customer service goals, and achievement of

such goals could also enhance TEP's corporate image and shareholder value. Overall, a

50/50 sharing of the normalized cost of TEP's PEP program appears reasonable. This is

similar to the ratemaldng treatment recommended by Staff regarding similar PEP expenses

in the recent rate cases involving TEP's affiliates, UNS Gas and UNS Electric .

17

18 Q-

19

Please explain the adjustment to TEP's Long Term Incentive Compensation and

Stock Based Compensation programs.

20

21

These portions of the adjustment on Schedule C-7 decrease test year expense to reflect the

removal of TEP's well as stock-based

22

Long Term Incentive Compensation as

compensation to officers and employees as it relates to Stock Units and Cash Dividend

23

24

25

26

Equivalents on Stock Options. The other components of TEP's stock based compensation

program, which includes Stock Options and Performance Shares, are included in Long

Term Incentive Compensation per TEP's response to LA-20-43. The expense of providing

stock options and other stock-based compensation to officers and employees beyond their

other compensation should be borne by shareholders and not by ratepayers.27

28

A.



Direct Testimony of Ralph C. Smith
Docket No. E-01933A-07-0_02 et al
Page 62

1 C-8

2 Q-

3

Supplemental Executive Retirement Program Expense

Please explain Staff Adjustment C-8.

This adjustment removes 100% of the expense for the Supplemental Executive Retirement

4 Plan ("SERP").

executives.

The SERP provides supplemental retirement benefits for select

5

6

Generally, SERPs are implemented for executives to provide retirement

benefits that exceed amounts limited in qualified plans by Internal Revenue Service

7

8

9

10

11

12

13

("IRS") limitations. Companies usually maintain that providing such supplemental

retirement benefits to executives is necessary in order to ensure attraction and retention of

quaiitied employees. Typically, SERPs provide for retirement benefits in excess of the

limits placed by IRS regulations on pension plan calculations for salaries in excess of

specified amounts. IRS restrictions can also limit the Company 401(k) contributions such

that the Company 401(k) contribution as a percent of salary may be smaller for a highly

paid executive than for other employees.

14

15 Q-

16

Are you aware of any recent Commission decisions that reached similar conclusions

regarding the appropriate ratemaking treatment of incentive compensation and

17

18

19

20

21

22

23

SERP expense?

Yes. As an illustrative example, in Decision No. 68487, February 23, 2006, in a

Southwest Gas Corporation rate case, the Commission adopted Staffs recommendation

for an equal sharing of costs associated with that utility's management incentive plan

compensation expense, and adopted a recommendation by RUCO to remove SERP

expense. In reaching its conclusion regarding SERP, the Commission stated on page 19 of

Order 68487 that: .

24

25

26

27

28

A.

A.

"Although we rejected RUCO's arguments on this issue in the Company's
last rate proceeding, we believe that the record in this case supports a
finding that the provision of additional compensation to Southwest Gas '
highest paid employees to remedy a perceived deficiency in retirement
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1
2
3
4
5
6
7
8
9

10

benefits relative to the Company's other employees is not a reasonable
expense that should be recovered in rates. Without the SERP, the
Company's ojjicers still enjoy the same retirement benefits available to any
other Southwest Gas employee and the attempt to make these executives
'whole' in the sense of allowing a greater percentage of retirement benefits
does not meet the test of reasonableness. If the Company wishes to provide
additional retirement benefits above the level permitted by IRS regulations
applicable to all other employees it may do so at the expense of its
shareholders. However, it is not reasonable to place this additional burden
on ratepayers. "

11

12 Q-

13

Was SERP expense also disallowed in the Commission's recent decision in the rate

case involving TEP's affiliate, UNS Gas?

14 Yes, it was.

15

16 Q- What adjustment related to TEP's SERP expense do you recommend?

17

18

19

I recommend the adjustment to remove TEP's expense for the SERP, which is shown on

Schedule C-8 and reduces O&M expense by $927,925 on a total company basis and

$887,885 on an ACC Jurisdictional basis.

20

21 C-9

22 Q-

Workers ' Compensation Expense

Please explain Staff Adjustment C-9.

23

24

25

26

27

This adjustment normalizes the amount of Worker's Compensation expense, based on a

three-year average through December 2006. The amount proposed by TEP is substantially

higher than the corresponding amount in each calendar year. Staff adjustment C-9 reduces

test year expense by $362,578 on a total company basis and $346,933 on an ACC

Jurisdictional basis.

28

A.

A.

A.



Direct Testimony of Ralph C. Smith
Docket No. E-01933A-07-0402 et al
Page 64

1 Q- Is the test year expense abnormally high in comparison with the other years?

2

3

Yes. The Company's response to data request STF 1.99 indicates that worker's

compensation expense in the test year was $588,496. This test year amount exceeded the

4 average for 2004-2006 by approximately $362,578 on a total company basis. TEP's

5

6

response to data request LA-20.11(L) states that: "TEP agrees that the 2006 test year

recorded amount is abnormally high."

7

8 Q_

9

Was a similar adjustment to address abnormally high worker's compensation

expense needed in the recent rate case of TEP's affiliate,UNS Electric?

10

11

12

Yes. In the recent UNS Electric case, which used a test year ending June 30, 2006, a

similar situation occurred where the test year amount of worker's compensation expense

was abnormally high, and an adjustment was made. A similar adjustment is needed for

13 TEP because the 2006 worker's compensation expense is abnormally high. TEP's

14

15

16

17

18

19

response to data request LA-20.1 l(m) states that: "Yes, TEP agrees, it would be

reasonable to adjust the 2006 recorded amount." In summary, Staff Adjustment C-9 to

normalize the worker's compensation expense as shown on Schedule C-9 is believed to be

a reasonable approach. By adjusting this expense to a normalized level, in a manner

similar to the adjustment that was ultimately adopted in the UNS Electric rate case, TEP's

recorded test year expense is reduced by $362,578.

20

21 C-I0 Short-Term Sales

22 Q. Please explainStaff Adjustment C-10.

23

24

This adjustment reverses TEP's proposed adjustment to exclude the revenue and cost of

short-term sales. Income before income taxes is increased by $25,259 million.

25

A.

A.

A.



FERC

Account Description Amount

447 Sales for Resale $ 77,685,000

501 Fuel s (30,464,000)

555 Purchased Power - Energy $ (21,962,000)
Net margin on short-term sales s 25,259,000
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1 Q.

2

3

4

What are short-term sales"

Short-tenn sales were defined by TEP in response to Staff data request STF 14-36) as

follows: "Short-term sales revenues are defined as a11FERC 447 sales, except long-term

firm contracts such as TEP's existing SRP, NTUA and TOUA contracts and sales

associated with wholesale trading."5

6

7

8

Q- How does TEP propose to treat short-term sales revenue?

9

10

11

As explained in response to Staff data request STP l4-3(a), in the Cost of Service

Methodology, TEP proposes to credit 90 percent of its Off-System Wholesale Sales

Revenue to the PPFAC. In TEP's proposed Hybrid Methodology, TEP proposes to credit

100 percent of these revenues to the PPFAC.

12

13 Q. How much net margin on short-term sales did TEP calculate for the test year"

14 TEP's workpaper TEP (0402)002618 shows the following amounts:

15

16

17 Q. How does Staff  propose to treat the revenue and cost of short-term sales?

18

19

20

21

Staff proposes to include the net margin from short-term sales in the determination of

TEP's base rate revenue deficiency or excess. Staff also proposes to include a provision

in the PPFAC wherein fluctuations in the net margin from short-term sales over or under

the $25,259 million amount being considered in base rates are reflected in the PPFAC.

22

A.

A.

A.

A.
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1

2 Q.

C-1] Wholesale Trading Aetivity

Please explain Staff Adjustment C-11.

3

4

5

6

7

8

9

10

11

12

13

TEP proposed to remove revenue and expense netting to $1.719 million (before income

taxes) to exclude wholesale trading activity from the determination of TEP's base rate

revenue deficiency or excess. TEP's wholesale trading activity is addressed in detail in

the testimony of Emily Medine, the Staff witness who presents the results of the analysis

conducted by her firm, Energy Ventures Analysis, of TEP's fuel and purchased power

procurement. Wholesale trading involves TEP employees making transactions in the

wholesale energy market, where such transactions are not tied to the energy from TEP's

owned generation assets. Staff proposes to credit 10 percent of the net positive margin on

TEP's wholesale trading activity against retail expenses. Accordingly, this adjustment

increases pre-tax income by $171,900. Staff also proposes to include an incentive

mechanism in the PPFAC whereby fluctuations above or below the amount of wholesale

14

15

16

17

18

19

trading activity net margin that are reflected in the determination of base rates be included

in the PPFAC. This is intended to incentivize TEP to optimize the use of its resources,

including its wholesale trading organization. As a safeguard, to protect ratepayers, under

no circumstances would any net loss on wholesale trading occurring in an annual PPFAC

period be allowed to be charged to ratepayers or to increase PPFAC costs to be borne by

ratepayers beyond the $171,900 amount of pre-tax margin, noted above, that is being

reflected in the determination of TEP's base rate revenue requirement.20

21

22

23 Q-

24

25

26

C-12 Gain on Sale ofSO2 Emission Allowances

Please explain Staff Adjustment C-12.

This adjustment contains two parts. The first part reverses TEP's adjustment which

removed the $6.716 million amount of pre-tax test year gain on the sale of S02 emission

allowances. The second part of the adjustment adjusts the $6.716 million to a normalized

A.

A.
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l

2

3

4

5

6

level, based on an average of the information for 2004 through September 2007, provided

in response to Staff data request LA ll.l2(a). The net effect of this adjustment is to

include a normalized amount of gain on the sale of S02 allowances in the determination

of TEP's base rate revenue requirement. In summary, Staff has reflected a normalized

annual amount of gains on the sale of SO2 allowances of $8.731 million. The ACC

jurisdictional amount is $8.254 million.

7

8 Q-

9

Is Staff also recommending a provision be included in the PPFAC for TEP to

account for fluctuations in the amount of S02 emission allowance sales?

10

11

12

13

14

15

16

17

18

19

20

Yes. As described in another section of my testimony,Staff also proposes that the PPFAC

for TEP include a provision whereby fluctuations above or below the normalized level of

gains in the sale of S02 emission allowances that is reflected in the determination of

TEP's base rates, be included in the PPFAC. As explained in Staff witness Emily

Medine's testimony, the amount of SON allowances available for TEP to sell are related to

the type and quality of coal burned at TEP's generating units, as well as the emission

control equipment that has been installed at those units. Moreover, the price of SON

allowances can fluctuate dramatically. As a result of consideration of factors such as

these, Staff recommends that a provision for gains in the sale of SON emission allowances

be incorporated into the PPFAC for TEP. Additional details about the specific PPFAC

provisions Staff recommends related to SON emission allowance sales are described in the

2.1 section of my testimony which addresses Staffs proposed PPFAC for TEP.

22

23

24 Q.

25

26

A.

A.

C-13 Properzjv Tax Expense

Please explain Staff Adjustment C-13.

This adjustment reflects the known statutory assessment ratio of 23 percent applicable for

2009, when rates in this case are expected to become effective. The Arizona State



Utility: TEP Southwest Gas Corp. UNS Electric, Inc. UNS Gas Inc.

Docket:
Test Year Ended:

New Rates Effective
Estimated Filing Internal:
Assessment Rate Used:

Corresponding Effective Year:

E-01933A-07-1402
December 31 , 2006

Easy 2009
3 years or less

23 percent
2009

G-01551A-07-0504
April 30, 2007

Late 2008
3 years

23 percent
2009

E-04204A-06-0783
June 30, 2006

Early 2008
3 years or less
23.5 percent

2008

G-04204A-06-0463
December 31, 2005

Mid-2007
3 years

24 percent
2007
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1

3

4

5

Legislature passed House Bill No. 2779, which set a new rate schedule for property tax

assessments. The new assessment rate schedule provides for decreasing the 25 percent

rate applicable in 2005 in 0.5 percent steps each year until a 20 percent rate is attained in

2015. The Company's calculation used a 23.5 percent assessment rate and thus fails to

recognize the impact of this known tax change prospectively.

6

7 Q- How did Staff determine its recommended assessment rate?

8

9

10

11

12

13

The current assessment rate in 2008 is 23.5 percent, and this will decrease to 23 percent

for 2009, which is when rates established in this proceeding are to be in effect. Staff

concluded that since the Cornrnission-approved rates are expected to become effective in

early 2009, and the Company's anticipated rate case interval is four years, as evidenced by

the Company's proposed nonnalization period for rate case expense, the property tax

assessment ratio that will be in effect for 2009 of 23 percent is appropriate.

14

15

16

17

18

In terms of determining the recommended assessment ratio, I also considered how Staff' s

recommendation in the current TEP rate case compares with Staffs similar determination

in the current Southwest Gas, UNS Gas and UNS Electric rate cases. This comparisons

summarized in the following table :

19

20

21

22

23

2

A.

In die Southwest Gas case, it appears that the utility has recognized the appropriateness of

using a 23.0 percent assessment rate effective for 2009 in conjunction with the test year in

that case ending April 30, 2007. The information shown above for UNS Gas and UNS
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1

2

3

Electric reflects Staff and RUCO proposals.10 I believe the appropriateness of using the

known 23 percent assessment rate in the current TEP rate case is supported by the

comparison in the above table.

4

5 Q- What is Staff's recommended property tax expense adjustment?

6

7

As shown on Schedule C-13, Staff s recommended adjustment reduces TEP's proposed

property tax expense by $629,322 on a total company basis and $502,004 on an ACC

Jurisdictional basis.8

9

10

11 Q-

C-14 Interest Synchronization

Please explain your interest synchronization adjustment.

12

13

14

15

The interest synchronization adjustment applies the weighted cost of debt to the

calculation of test year income tax expense. After adjustments, my proposed rate base

differs from that of the Company. This results in an adjustment to the amount of

synchronized interest included in the tax calculation. The calculation of the interest

16 synchronization adjustment is shown on Schedule C-14. This adjustment increases

17

18

income tax expense by the amount shown on Schedule C-14 and decreases the Companys

achieved operating income by a similar amount.

19

20 c-15

21 Q-

22

23

24

Depreciation Rates AtHu51'ment

Please explain Staff adjustmentC-15.

This adjustment is a placeholder while Staff pursues its investigation into the depreciation

rates proposed by TEP and the impact on TEP's proposed depreciation rates prospectively

from the four rounds of depreciation rate changes that were implemented by TEP, but

10 UNS Electric appears to have agreed with Staffs similar adjustment in that case, subject to rates of property
taxation being determined by school district and other taxing authorities. See, e.g., Karen Kissinger's rebuttal
testimony in the UNSE rate case, at page 3.

A.

A.

A.

Ill
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1

2

3

which did not receive Commission or Staff authorization. As described elsewhere in my

testimony, Staff' s investigation has been delayed because TEP contends that it will be

burdensome to perform the calculations that are necessary to determine a more accurate

4 number.

5

6 Q-

7

8

Please summarize how Staff's concerns regarding the depreciation rate changes

implemented by TEP without authorization have contributed to the need for this

adjustment.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. As described in more detail elsewhere in my testimony, Staff has major issues with the

depreciation changes implemented by TEP, which were not authorized by the Commission

or by Staff. The changes implemented by TEP include adopting FAS 143, effective

January 1, 2003, which had a major impact on Accumulated Depreciation on TEP's

generation plant. TEP's adoption of FAS 143 also reduced subsequent accruals of

depreciation expense because TEP removed the cost of removal component from its

depreciation rates for generation. Additionally, TEP implemented other depreciation rate

changes without authorization which have affected in a material manner, the amount of

TEP's recorded Accumulated Depreciation on generation planters of December 31, 2006,

the end of the test year. Remaining life depreciation rates are developed using a formula

that includes accumulated depreciation in the numerator of the equation. (The numerator

is Plant less Accumulated Depreciation plus/minus estimated iiuture cost of removal/net

salvage. The denominator is the remaining life of the Plant.) Consequently, if the

Accumulated Depreciation amounts used have been substantially altered as the result of

implementing FAS 143 between rate cases without authorization by the Commission and

by implementing other depreciation rate changes between rate cases without Commission

authorization, this can have significant impacts on the depreciation rates. In summary,

two Maj or aspects of TEP's depreciation rates appear to require correction. First, a cost of



11

10

12

13

2

4

7

6

3

5

9

8

1
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Q-

removal component should be included in TEP's depreciation rates for generation plant.

Staffs position is that this is required by the Commission's depreciation rules. Second,

depreciation expense in the rate case must be corrected corresponding to the impacts on

Accumulated Depreciation that have resulted from changes to depreciation rates

implemented by TEP between rate cases without Commission authorization.

How did you determine the placeholder amounts used for Staff adjustment C-15?

14

15

16

17

This is shown on Schedule C-l5. As the estimated impact of including cost of removal in

TEP'sdepreciation rates for generating plant, I used the $8.527 million amount for 2006

provided by TEP in response to Staff data request LA-22.24. To address the impact from

Accumulated Depreciation, I used Staffs two adjustments to Accumulated Depreciation

related to TEP's unauthorized depreciation rate changes (specifically Staff Adjustments B-

5 and B-6). To estimate the impact of a different, higher Accumulated Depreciation

balance on TEP's proposed depreciation rates for generating plant, I divided Staffs

adjustments to Accumulated Depreciation by the estimated remaining life of the related

plant. Other things being equal, when calculating depreciation rates using a remaining life

method, a higher amount of Accumulated Depreciation reduces depreciation rates. In the

18 estimated placeholder calculation shown on Schedule C-l5, the Accumulated

19

20 The

21

Depreciation impact reduced depreciation expense on generating assets by $6.786 million.

The net increase to TEP's proposed depreciation expense is $1 .741 million.

corresponding ACC jurisdictional increase is $1 .646 million.

22

A.

l N III IIIIII 1111-111-
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1

2 Q-

3

4

C-16 Customer Care & Billing System

Please explain the adjustment to the Customer Care & Billing System expenses.

This adjustment is related to Staff Adjustment B-9, previously discussed. As shown on

Schedule C-16, this adjustment removes a portion of TEP's Customer Care & Billing

System ("CC&B" or "CCBS") co.st to allocate such cost to the other affiliates that use it.5

6

7

8

9

Q- What amount of test year operating expenses did TEP record related to the CCBS?

As shown in TEP's response to Staff data request LA-11.4(a) and (b), TEP recorded

operating expenses of $3,598,472 for the CCBS.

10

11 Q- How did TEP allocate CCBS cost to the affiliates in TEP's filing?

12

13

14

15

16

TEP made a normalization adjustment related to the CCBS costs. However, as explained

in TEP's response to Staff data request LA ll-4(a): "Labor and Depreciation were not

included in the CC&B normalization pro-forma because they were included in other pro-

forma adjustments." Consequently, adjustments are necessary to allocate TEP's

annualized Depreciation expense and Labor expense related to the CCBS among the

affiliates who are using the CCBS .17

18

19

20

21

22

23

24

25

A.

A.

A.

TEP's response to Staff data request LA-19-11(b) states in part that: "The pro forma

annual depreciation computed for CC&B included in the depreciation annualization

adjustment was $2,090,480, as shown on the accompanying schedule." Moreover, TEP's

response to Staff data request LA-l9~l l(c) states that: "There was no annualized test year

depreciation expense related to the CC&B system allocated to affiliates during the test

year. The CC&B system did not go live for other affiliates (UNS Electric and UNS Gas)

until April 2007." Consequently, an adjustment to allocate 37.2 percent of the annualized
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1 This adjustment reduces TEP's

2

depreciation on the CCBS to affiliates is needed.

proposed depreciation expense by $777,659.

3

4

5

6

7

8

9

10

11

12

Similarly, TEP's response to Staff data request LA-19-ll(d) states: "There is $577,l92 of

Labor expense related to the CC&B system included in TEP's proposed adjusted Labor

expense." Moreover, as TEP stated in response to Staff data request LA-19-ll(e): "There

was no annualized test year Labor expense related to the CC&B system allocated to

affiliates during the test year. The CC&B system did not go live for other affiliates (UNS

Electric and UNS Gas) until April 2007." Since both UNSE and UNSG are currently

using the CCBS and are expected to continue to use it on an ongoing basis, a portion of

the CCBS cost should be allocated to these affiliates. As shown on Schedule C-16, 37.2

percent, or $214,715 of TEP's annualized CCBS Labor expense should be allocated to the

other affiliates that use the CCBS.13

14

15

16

17

18

19

20

21

22

23

C-17 Markup Above Cost for Charges from Ajj'iliate, Southwest Energy Services

Q. How is TEP charged for services provided by the affiliated company, Southwest

Energy Services?

As described in the responses to data requests STF 3.70, STF 10.4, STF 10.5, STF 10.6

and STF 11.10, TEP's affiliate, UNS Electric in Docket No. E-04204A-06-0783,

Southwest Energy Services ("SES") is an affiliated company that performs supplemental

work force services to TEP and other affiliates. SES provides meter reading and other

services for TEP, and charges a mark-up above cost on such services. For example, as

described in the response to data request STF 10.6 in Docket No. E-04204A-06-0783,

24

25
26
27

"W71en SES provides supplemental work force services ro UNS Electric,
TEP or other affiliates, SES charges a 10% mark~up on the base wages of
the supplemental worker.

A.

lllll
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1
2
3
4
5

In addition, SES charges the cost of employers taxes, workers '
compensation and benefits. For example, for a supplemental
administrative assistant that is paid $12.00 per Nour, SES would charge
6812.00 + $1.20 markup) per hour, plus employer's taxes, worker's
compensation and benefits (cost). "

6

7

8

9

10

Q- What information did TEP provide in the current rate case concerning SES charges

to TEP?

11

12

13

14

15

16

17

18

19

20

21

22

23

24

In its supplemental response to data request STP 14.35, TEP provided the SES charges for

2004 through 2006, and 2007 to date, by account. In response to data request STF 14.37,

TEP provided information on the SES mark-up above cost. In that response, TEP

identified the mark-up above cost as 6.32 percent. In response to data request LA 20.17,

TEP identified the mark-up above cost for SES charges to TEP as $211,514 in 2006, based

on applying the 6.32 percent to $3,343,390 of SES charges in 2006. In response to LA

20.17(b), TEP stated: "The SES mark-up that TEP included in the 2006 test year is

$21 l,514." In response to LA-20.17(c), TEP stated: "The amount identified in part (b) is

a Commission jurisdictional allocated amount." In response to data request LA 2l.l0(a),

TEP stated that: "The charges to TEP for services provided by SES during the test year

were not directly impacted by any proposed pro forma adjustments." Thus the recorded

2006 SES charges were apparently not impacted by TEP's proposed pro . forma

adjustments. When asked in LA-21.l0(b) to identify the amount of SES mark-up above

cost by account, by year, TEP's response merely referred back to its response to data

request LA 20-17(a), which had not provided the SES mark-up by account. TEP's

response to LA-2l.10(c) clarified that the 2007 information TEP had provided is for year-

to-date September 2007.25

26

A.
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1 Q- Please explain Staff Adjustment C-17.

2

3

4

This adjustment removes the mark~up above cost related to charges from SES to TEP

during the 2006 test year. As shown on Schedule C-17, this adjustment reduces operating

expenses by $211,514 in total and the same amount on an ACC jurisdictional basis.

5

6 C-18 Normalize Ajyiliate Charges to TEP

Q. Please explain Staff Adjustment C-18.7

8

9

10

11

12

13

14

A. In addition to providing information needed to quantify the adjustment to remove the

mark-up above cost charged by SES to TEP, the response to Staff data request STP 14.35

also raised questions about whether the expenses in a number of accounts recorded by

TEP for charges from SES during the 2006 test year were at a normal level. Based on a

review of that response and TEP's response to follow-up data request LA-21.10, an

adjustment is also needed to normalize the affiliated charge expenses recorded by TEP for

SES charges in accounts 592, 908 and 923.

15

16 Q- Please explain the adjustment to normalize SES charges to TEP recorded in Account

17

18

19

20

21

22

A.

A.

592.

TEP's response to data request LA-2l.l0(f) states that: "SES provides substation

maintenance services on an as-needed basis. In 2006, planned maintenance projects were

performed to ensure reliability." The 2006 expense, incurred on an as-needed basis, has

been normalized based on average monthly SES expense to TEP for 2005 through

September 2007, as follows:



FERC
ACCOUNT

2004 2005 2006 2007

0592 271.95 5,184.44 244,239.13 117,401.15

Total 2005 through September 2007 366,824.72

Number of months 33

Average monthly amount of as-needed SES services $ 11,116
Nonnalized annual amount of as-needed SES services (000) $ 133,000

Adjustment to 2006 test year recorded (000) S (111,000)

FERC
ACCOUNT

2004 2005 2006 2007

0908 26,940.06 367,263.47 518,569.23 350,115.83
Number of mondls 9
Average monthly amount of as-needed SES services $ 38,902
Normalized annual amount of as-needed SES services (000) s 467,000
Adjustment to 2006 test year recorded (000) s (52,000)
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1

2

3 Q- Please explain the adjustment to normalize SES charges to TEP recorded in Account

4 908.

5

6

7

8

TEP's response to data request LA-2l.l0(i) states that: "SES performed Guaranteed

Home inspection services 011 a continuing basis since April 2005. Previously those

inspections were performed by TEP employees. In 2007, the number of Guaranteed

Home inspections was reduced due to a slower home building market." The 2006 amount

9

10

11

of SES expense for this function does not appear to be representative of normal, ongoing

conditions. Consequently, an adjustment to reduce the test year SES expense charged to

TEP in Account 908 by $52,000 should be made.

12

13

14 Q- Please explain the adjustment to normalize SES charges to TEP recorded in Account

15 923.

16

17

18

TEP's response to data request LA-2l.10(k) states that: "SES provides on a continual

basis supplemental labor for Geospatial mapping support, which began in 2004. It provides

assistance in maintaining the mapping system (GIS system) which identifies the location

A.

A.

l N l



FERC
ACCOUNT

2004 2005 2006 2007

0923 20,372.32 98,149.24 198,058.74 103,107.01
Total 2005 through September 2007 399,314.99
Number of months 33
Average monthly amount of as-needed SES services $ 12,100

Normalized annual amount of as-needed SES services (000) $ 145,000
Adjustment to 2006 test year recorded (000) $ (99,000)

F E RC
ACCOUNT

2004 2005 2006 2007

0588 62,569.59 120,940.26 1,302,800.81 781,248.60
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1

2

3

4

of TEP's distribution assets. In addition, SES performs facilities verification services."

The SES charges to TEP in Account 923 for the 2006 test year are abnormally high and

should be reduced by $99,000, to an average based on 2005 through September 2007, as

summarized in the following table:

5

6

7 Q-

8

Did TEP's response to data request LA 21.10(e) concerning SES charges to TEP in

Account 588 raise an additional question?

9

1 0

11

12

Yes. Data request LA 2l.l0(e) referred TEP to the following comparison (which was

compiled from the SES charge information by account from the response to STF 1435),

which raised questions about the normality of the 2006 SES expense charged to TEP in

Account 588:

1 3

1 4

15

1 6

1 7

1 8

TEP's response states that: "In 2006, TEP engaged SES on a continuing basis for line

locating service and terminated the contract with an outside vendor to ensure improved

service levels." Staff data requests set 24 included a request to follow through on how

changes in the entity providing the service has affected the normalized level of expense in

1 9 this account.

20

•
A.

l I Illlll
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1 Please summarize the adjustment to test year expenses resulting from Staff

2

q
D

4

5

6

Adjustment C-18.

As shown on Schedule C-18, expenses for affiliated charges from SES to TEP in Accounts

592, 908 and 923 during the test year were abnormally high and/or not representative of

normal, ongoing conditions. Consequently, expense should be reduced by $216,000.

After reflecting the impact of Staff Adjustment C-17, which removed a mark-up above

cost charged by SES to TEP of 6.32 percent, the net adjustment to operating expenses is

$203,000 on a total company basis, and Sl84,000 on an ACC jurisdictional basis.

7

8

9

10

11 Q-

C-19 PPFAC Adjustment

Please explain Staff Adjustment C-19.

12

13

14

15

16

17

18

19

20

21

22

23 As such,

24

25

This adjustment reverses the $15.925 million increase to fuel expense that TEP has

proposed for a Power Supply Adjustor, As described elsewhere in my testimony, TEP

proposes to adjust 2006 test year fuel and purchased power expense based on a projection

of 2009 expenses.n TEP filed its direct case using a forecast of 2009, but Mr. Hutchens

states, at page 32 of his Direct Testimony, that TEP proposes to update that forecast at a

later date in this case. TEP also proposes to have no PPFAC rate in 2009, but to have a

PPFAC become effective April l, 2010. The proposal by TEP to use forecasted 2009 fuel

and purchased power costs in a 2006 test year creates an additional base rate revenue

deficiency of approximately 315.925 million related to this adjustment alone. Rather than

create such an additional base rate revenue deficiency in the current case, Staff proposes to

reverse this TEP adjustment and to make TEP's PPFAC effective for fuel and purchased

power cost incurred after January l, 2009. fluctuations in TEP's fuel and

purchased power costs occurring after January l, 2009 above or below the amount

reflected in base rates established in this proceeding would be addressed through the

A.

A.

Q.

11 See, e.g., TEP witness Hutchins' direct testimony, pages 31-32.
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1

2

operation of the PPFAC, rather than through an additional base rate increase. If TEP does

2009 fuel and

3

update its purchased power forecast later during this case, Staff

recommends that such update not be used to set base rates, but rather that it be reviewed in

4

5

6

7

conjunction with Staff's recommended PPFAC, as it may provide information that could

be helpful in evaluating whether an annual cap should be included in the PPFAC for TEP,

similar to the annual cap of 4 mills that the Commission required for ANS when it

approved a Power Supply Adjustor ("PSA") mechanism for APS.

8

9

10 Q-

C-20 "Implementation Cost Regulatory Asset"

Please explain Staff Adjustment C-20.

11

12

13

14

15

16

17

18

19

20

This adjustment is related to Staff Adjustment B~3. As shown in TEP's tiling and

described in the testimony of Ms. Kissinger, TEP proposes an annual amortization of

$11,863,808 for an "Implementation Cost Regulatory Asset" ("ICRA"). Staff disagrees

with TEP regarding whether some components that TEP has proposed qualify as, or

should be allowed as a regulatory asset. Staff also disagrees with TEP concerning some of

the amortization/normalization periods that TEP has proposed for components of TEP's

proposed . ICRA. _ Schedule C-20 shows die components of TEP's proposed ICRA

amortization, and Staffs corresponding recommendations for amortization, normalization

or disallowance by component. In total, TEP's proposed operating expense addition is

reduced by $7.284 million.

21

22 Q. Please discuss Staff's proposed treatment of the Sundt coal contract termination fee.

23

24

25

As shown on Schedule C-20, Staff has normalized the cost of this termination fee over the

life of the contract. Staff witness Emily Medina addresses this coal contract termination

fee in her testimony in the context of EVA's review of TEP's fuel and purchased power

26

A.

A.

procurement.
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1 Q. Please discuss Staff's proposed treatment of the San Juan coal contract termination

2 fee.

3 Staff does not recoImnend a

4

5

6

Staff has removed TEP's proposed amortization.

normalization or amortization of expense for this termination fee, which was expensed by

TEP on its books a number of years ago. Staff witness Emily Medine addresses this coal

contract termination fee in her testimony in the context of EVA's review of TEP's coal

7 pro cerement .

8

9 Q-

10

11

Please discuss Staff's proposed treatment of (1) TEP's Deferred Desert Star and

WestConnect costs, (2) TEP's Deferred Direct Access costs, and (3) TEP's Deferred

Divestiture and GenCo Separation costs, each of which is a component of TEP's

12 proposed ICRA.

13

14

15

16

17

Staff has reflected an amortization of these .deferred costs over a four-year amortization

period. These costs have been recorded as a deferral on TEP's books and appear to have

been approved by the Commission for deferral and future recovery. Staff has seen no

evidence to this point that such costs were unreasonable or imprudently occurred.

Consequently,Staff has accepted the treatment proposed by TEP for such costs.

18

19 Q. Please discuss Staffs proposed treatment of TEP's Financing Costs for Generation.

20

21

22

A.

A.

A. Staff has removed TEP's proposed amortization. TEP expensed these costs in prior years,

2004 and 2005. TEP had not requested, nor received Commission authorization to defer

such costs. Staff proposes no 2006 expense or deferred asset be created for these costs,

which TEP expensed on its books in prior years
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1 Q- How did TEP treat the non-generation related costs related to debt refinancing?

2 The non-generation costs related to debt refinancing were treated by TEP as a component

of the derivation of the cost of debt on TEP Schedule D-2.3

4

5 Q.

6

Since such costs were related to debt refinancing, Q' rate recovery were appropriate,

shouldn't it be done as an adjustment to the cost of debt, rather than as a rate

7

8

9

10

11

12

13

14

15

16

17

18

base/amortization expense item?

Yes. As stated above, Staff does not agree with TEP that prospective rate recovery of

these pre-2006 test year expenses is appropriate. However, if the Commission should

deem, contrary to Staffs recommendation, that these generation-related refinancing costs

that TEP expensed on its books in 2004 and 2005 should somehow be charged

prospectively to Arizona ratepayers starting in 2009, such costs should be addressed in the

raternaking process via including them in the derivation of the cost of debt, and not, as

TEP has proposed, as a rate base addition Mat is amortized into test year operating

expenses. Staffs preliminary estimate is that such an approach would increase the cost of

debt recommended by Staff witness Parcell for TEP by approximately 21 basis points.

Forthe reasons previously stated, Staff is not recommending prospective recovery of those

prior year expenses. Consequently, Staff witness Parcell has not adjusted the cost of debt.

19

20

21 Q.

22

23 On an ACC

24

25

26

A.

A.

A.

C-21 Legal Expense Related to Motion to AmendDecision No. 62]03

Please explain Staff AdjustmentC-21 .

This adjustment removes the $481,447 of legal expense TEP recorded in the 2006 test

year related #to the motion by TEP to amend Decision No. 62103 .

jurisdictional basis, the adjustment reduces expense by $330,624. This is not a normal

expense for TEP. Elsewhere in its filing TEP has included a requested rate case cost of

$900,000, which is being normalized over four years, for an annual allowance of $225,000
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l

2

3

4

5

per year. Docket No. E-01933A-05-0650 has been consolidated with the current rate case.

TEP's response to data request STF 14.25 states that: "The legal expenses related to the

Motion to Amend Decision No. 62103 are not included in the Company's estimate of Rate

Case Expense." Allowing TEP an annual allowance of $481,447 on top of the $225,000

arial allowance for normal rate case expense would be unreasonable.

6

7

8 Q-

C-22 Legal Expense Related to Calornia Proceedings

Please explain Staff Adjustment C-22.

9

10

11

12

This adjustment removes $56,279 in legal expense that TEP incurred during the 2006 test

year for legal expense related to a California Refund Proceeding, FERC Docket No. EL-

95-000. It also removes legal expense of $11,687 related to a California Power Exchange

(PX) bankruptcy proceeding.

13

14 Q- How does the legal expense TEP incurred for the California Refund Proceeding

15 relate to the provision of jurisdictional electric service in Arizona?

16

17

It does not appear to relate to the provision by TEP of electric service in Arizona. TEP" s

response to data request STF 14-26 explains that:

18

19

20

21

22

23

24

25

26

27

28

The consolidated FERC docket arises from the 2000-2001 California
energy crisis. TEP was a net seller into the California market through the
California Power Exchange ("CPX") at the time of the collapse of CPS
and is a party to the refund proceeding. Through the refund proceeding,
FERC is calculating sellers' refund liability or refund entitlement and
implementing accounting changes regarding the pricing of power sales. At
the conclusion of the proceeding, FERC intends to issue an order
specyying the reimbursement of monies remaining in the CPX settlement
clearing account which is currently under the jurisdict ion of the
bankruptcy court.

29

A.

A.
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1

2

TEP's legal expense for such matters does not appear to represent an appropriate charge to

TEP's Arizona retail jurisdictional customers.

3

4 Q- How much of the $56,279 test year expense did TEP allocate to ACC jurisdictional

5

6

7

8

9

10

expense?

According to TEP's supplemental response to data request LA-22.23(b), under the cost-of-

service methodology, in TEP's filing, "that equates to an end result Commission

jurisdictional amount of 93.36 percent of the original amount expensed." Consequently,

on Schedule C-22, I applied an ACC jurisdictional factor of 93.36 percent to derive the

ACC jurisdictional adjustment amount of $52,542.

11

12 Q-

13

Has TEP incurred any revenue, expense or rate base amount related to the

California PX bankruptcy proceeding?

14

15

Yes. TEP's supplemental response to data request LA-22.23(a) states that: "The

Company recorded $11,687 in FERC Account 923 for outside legal expenses related to

16 the California PX Bankruptcy proceeding. That amount is prior to any jurisdictional

17 allocations."

18

19 Q- Is TEP carrying a receivable on its books for the California PX?

20

21

22

23

24

25

A.

A.

A. Yes. TEP has recorded receivables of 3815.215 million and $544,000, respectively, for the

California PX and ISO. The response to data request LA-22.23(c) and (d) indicates that

TEP has also recorded a contra account of approximately $13205 million. The receivable

relates to November and December 2000 and January 2001, when TEP recorded revenue

from the California PX and ISO in account 447, Sales for Resale. Those months were

near the height of the California energy crisis. According to TEP's supplemental response
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l to data request LA 22-23(b): "The Company has no definitive estimate of when these

funds will be collected."2

3

4 Q- Should Arizona ratepayers pay for TEP's legal cost of the California PX bankruptcy

5

6

7

8

9

10

11

12

proceeding?

No. The $11,687 TEP recorded in Account 923 in the 2006 test year for outside legal

expense related to the California PX bankruptcy proceeding is not for the provision of

electric service in Arizona and should not be paid for by Arizona ratepayers. TEP's

response to data request LA-22.23(a) states that the $11,687 amount is prior to any

jurisdictional allocations. I used the same 93.36 percent jurisdictional factor identified by

TEP in its supplemental response to LA 20.13(b) to derive the adjustment to jurisdictional

expense of$10,911 .

13

Q. What is the total adjustment to test year legal expense in Staff adjustment C-22?14

15

16

17

Test year legal expense is reduced by $67,966 in total and by $63,453 on an ACC

jurisdictional basis.

18

19

20

C-23 Postage Expense

Q. Please explain your adjustment to Postage Expense.

21

A. I have increased TEP's test year postage expense to reflect a known and measurable

change in postage rates that occurred in May 2007.

22

23 Q- 1

24

Does TEP's recorded amount of postage expense reflect the postage rate increase

that became effective on May 14, 2007?

25

26

A.

A.

A. No, TEP indicated in its response to data request STF 1.86 that it had not reflected the

postage rate increase. That increase is known and should be reflected, similar to a known
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1

2

3

4

5

6

7

change in tax rates. This postage rate increase has occurred and should be recognized for

ratemaking purposes. To derive the adjustment to annualized postage expense to reflect

the May 14, 2007 increase, which increased the cost of a first class letter from 39 cents to

41 cents (for an increase of 5 percent), Staff has increased the Company's postage expense

by 5 percent. As shown on Schedule C-23, this increases TEP's amount of test year

postage expense by $65,462 on a total company basis and $65,248 on an ACC

jurisdictional basis.

8

9

10 Q.

C-24 West Connect Charges Related to Regulatory Asset

Please explain your adjustment to test year expense for West Connect charges.

11

12

13

14

15

TEP's responses to data requests RUCO 5.17 and RUCO 8.1 indicate that TEP included

$221,813 of expense in Account 930.2 for West Connect. TEP also included such costs in

its proposed "Irnplernental Cost Regulatory Asset" addressed in Staff Adjustment C-20.

TEP's West Connect cost is being amortized and daerefore the $22l,813 that TEP

recorded in Account 930.2 during the 2006 test year must be removed to avoid a double

16 count.

17

18 Miscellaneous Service Revenue

19 Q. Please comment on TEP's Miscellaneous Service Revenues.

20

21

22

23 4

24

25

TEP's supplemental response to data request RUCO 3.14 shows that TEP has revised its

adjustment to increase Miscellaneous Service revenues as it relates to service and late fees

from $1,308,077 to $2,469,342 Because this is related to rate design issues, it will be

addressed in Staffs Rate Design testimony. Depending upon Staffs conclusions

regarding the level of miscellaneous service charges proposed by TEP, Staffs proposed

base rate revenue requirement would be adjusted accordingly at a later point in this

26

A.

A.

proceeding.
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1

2 Q.

3

4

5

6

7

8

9

10

11

Other TEP Changes to Operating Income and Rate Base

As your testimony was being finalized, did you receive some supplemental responses

to Staff data requests wherein TEP indicated that TEP would be making changes to

various components of TEP's originally filed ratebase and net operating income?

Yes. On February 21, 2008, I received supplemental responses from TEP to Staff data

requests STF 1.85 and STP 1.86. Those responses identified a number of changes to

TEP's originally filed rate base and net operating income that TEP has identified and will

apparently be malting in its Rebuttal Testimony. Because of the timing of my receipt of

such information, a response to TEP's new and revised adjustments is not being offered at

this time. Some of the areas that TEP is making revisions for already appear to have been

addressed in Staffs adjustments. Other areas appear to be new adjustments that TEP has

12 now identified and will apparently be proposing to make in its Rebuttal filing. Staff

13

14

15

reserves judgment on the new and revised adjustments that TEP will apparently be

presenting in its Rebuttal, and would reserve the right to address such adjustments, as

necessary, in Staff" s Surrebuttal filing.

16

17 v. DEPRECIATION RATES

18 Q- Please discuss the new depreciation rates that TEP has proposed.

19

20

21

go

22

A.

A. The development of new depreciation rates is addressed in the testimony of TEP witness,

Dr. Kateregga, who sponsors the Company's 2007 Depreciation Rate Study. The tables

presented at pages 11-13 of Dr, Kateregga's testimony summarizes the overall changes,

and at pages 4-5 of the study, as follows:
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1

2

3

2007 TEP Depreciation Study for Local Generation Assets
Accrual Rate
Proposed

C
3.84%
1.98%
3.07%

Present

B
3.46%
1.87%
2.80%

Difference

D=C-B
0.38%
0. 11%
0.27%

$
s
s

2007 Annualized Accrual
Present Proposed Difference

E F G=F-E
3,502,926 3,891,722 388,796
1,331,846 1,407,639 75,793
4,834,772 5,299,361 464,589

S
S
s

35

$

$
4

Function

A
Steam Production
O thee Production
T oral

Source: TEP witness Katerrega

Table 2. Local Generation Assets
5

6

7

8

2007 TEP Depreciation Study for Non-Local Generation Assets
Accrual Rate
Proposed

C
2.06%
2.06%

Function

A
Steam Production
Total .

Source: TEP witness Katerrega
Table 3. Non-Loca] Generation Assets

Present

B
1.86%
1.86%

Difference

D=C-B
0.20%
0 2 0 %

$
$

Present

E
19,818,591
19,818,591

2007 Annualized Accrual
Proposed

F
$ 21 ,993,653
$ 21,993,653

s
$

Difference

G=F-E
2,175,062
2,175,062

9

10

11

12

X» ,
. 13

2007 TEP Depreciation Study for Distribution and General Plant
Accrual Rate

Present Proposed Difference

B C D=C~B
3.35% 1.82% -1.53%
7.65% 5.26% -2.39%

0.28% 0.28%

2.54% - 1.42%

2007 Annualized Accrual
Present Proposed Difference

E F G=F-E
$ 31,173,666 $ 16,891,056 $ (14,282,610)
$ 11,610,138 $ 7,983,764 $ (3,626,374)

$ 2,603,350 $ 2,603,350

S S 27,478,170 $ (15,305,634)14

Function

A
Distribution
General Plant
N et Salvage

Total 3.96%

Source: TEP witness Katerrega
Table 4 - Distribution and General Plant

42,783,804

15

16

17 As shown in the above tables, the new depreciation rates proposed by TEP witness

18 Kateregga decrease depreciation expense on Distribution and General Plant by

19

20

approximately $15306 million. Depreciation expense on TEP's local and non-local

Generation Plant is increased by approximately $2.640 million.

21

22 Q- What Commission rules address the treatment of depreciation?

23 The Commission's rules at R14-02-102 address the treatment of depreciation. A copy of

24 these rules are presented, for ease of reference, in Attachment RCS-3. The current version

25 of the rules appears to have been adopted effective April 9, 1992. This pre-dates the

26

A.

adoption of Statement of Financial Accounting Standards No. 143, "Accounting for Asset
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1

2

Retirement Obligations" which has resulted in revisions for financial reporting purposes,

among other things, of the presentation of cost of removal information. I discuss SFAS

3 No. 143 in more detail subsequently in my testimony.

4

5 Q- Did TEP file a new depreciation study in the current rate case?

6 Yes. Exhibit KAK-1 attached to Dr. Kateregga's testimony is the 2007 Depreciation Rate

7 Study for TEP .

8

9 Q- Please discuss the Colnpany's proposed depreciation rates and how they were

10 derived.

11

12

13

14

The new depreciation rates proposed by TEP are summarized in Company witness Dr.

Kateregga's testimony and are shown in detail in his Exhibit KAK-1. The Company's

proposed rates were developed using a depreciation system composed of the straight-_ine

method, broad group procedure and remaining life technique.

15

16 Q- Before discussing specific issues associated with TEP's proposed depreciation rates,

17

18

could you please provide your understanding of some . basic depreciation-

terminology?

19 Yes, of course.

20

21 Q. What is depreciation?

22

23

24

The Commission's rules at R14-2-l02(A)(3) define "depreciation" as "an accounting

process which will permit the recovery of the original cost of an asset less its net salvage

over the service life."

25

A.

A.

A.

A.
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1 Q- What is net salvage?

2 The Commission's rules at R14-2-l02(A)(5) define "net salvage" as "the salvage value of

3 property less the cost of removal.77

4

5 Q-

6

What is "salvage value"?

The Commission's rules at R14-2-l02(A)(5) define "salvage value" as:

7

8
9

1 0
11

"the amount received for assets retired, less any expenses incurred in
selling or preparing the assets for sale; or Y'retained, the amount at which
the material recoverable is chargeable to materials and supplies, or other
appropriate accounts. "

12

13 Q. What is the "cost of removal"?

14 The Commission's rules at R14-2-102(A)(5) define the "cost of removal" as "the cost of

15 abandoning of physical assets,

16

demolishing, dismantling, removing, tearing down, or

including the cost of transportation and handling incidental thereto.9:

17

18 Q-

19

20

21

22

23

24

What is depreciation expense?

Depreciation expense is a charge to operating expense to reflect the recovery of

depreciable utility plant. Depreciation rates are applied to a utility's depreciable utility

plant to determine the amount of depreciation expense. Public utility depreciation expense

is typically straight-line over the service life which results in an equal share of the cost of

assets being assigned or allocated to expense each year over the service life of the assets.

A service life is the period of time during which depreciable plant and equipment is in

service. 12 425

A.

A.

A.

A.

National Association of Regulatory Utility Commissioners Public Utility Depreciation Practices, August, 1996
("NARUC Depreciation Manual"), p. 321. Also, Commission Rule R14-2~l02, which defines "service life" as "the
period between the date an asset is first devoted to public service and the date of its retirement &om service



11

10

12

13

2

4

3

7

6

5

8

l

9

Direct Testimony of Ralph C. Smith
Docket No. E-01933A-07-0402 et al
Page 90

Q.

Q-

What is depreciable utility plant?

Public utilities record their plant investment activity in the individual plant accounts set-

forth in the Federal Energy Regulatory Commission's ("FERC") Uniform System of

Accounts ("USOA"). Plant additions, retirements and balances are maintained by plant

account. An annual addition is the original cost of plant added to the account during the

year. A retirement is recorded in the plant account by removing the original cost of a prior

addition when such plant is removed from service. The plant balance is what is left at the

Annual depreciation expense, called an accrual, is calculated by applying a depreciation

rate to plant balances.

end of an accounting period after accounting for additions and retirements.

How is the annual depreciation expense calculated?

14 Q- Is the depreciation accrual a cash expense?

15 No. Depreciation is considered a non-cash expense.

16

17 Q-

18

Please explain the distinction between a cash and non»cash expense.

Depreciation expense is considered a non-cash accrual. This contrasts with payroll

19

20

21

22

expense, for example, which involves the current outlay of cash. Depreciation expense

does not involve a specific payment during the test-year. Both depreciation and payroll

are included as expenses in the income statement and revenue requirement, but no cash

flows out of the company for depreciation expense. Instead of reducing the cash account,

23 depreciation expense is recorded on the income statement as an expense and is

24

25

simultaneously recorded on the balance sheet in the accumulated depreciation account,

which is shown as an offset to plant in service. The following accounting entries illustrate

26 the difference:

A.

A.

A.

A.

l l



Amount
Dr. (Cr.)Account Description

403 Depreciation Expense $ 1 ,000
108 Accumulated Depreciation $ (1,000)

To record depreciation

various Payroll Expense $ 1,000
131 Cash $ (1,000)

To record payroll expense
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1
4

§

2

3

i 5 ; 8I

5

6

7

8 Q- What is the Accumulated Depreciation account?

9 Accumulated Depreciation, Account 108 in the USOA, is a record of the previously

10 recorded depreciation expense. At any point in time, the accumulated depreciation

11

12

account represents the net accumulated amount of the original cost of assets and net

salvage that has been recovered to date. From a regulatory perspective, Accumulated

\: 13

14

15

Depreciation can be considered a measure of the depreciation recovered from ratepayers.

Commission Rule R14-2-102 defines "accumulated depreciation" as "the sum of the

annual provision for depreciation from the time that the asset is first devoted to public

service."16

17

18 Q- How does depreciation expense impact a utility's revenue requirement?

19 Annual depreciation expense is a cost that is included in a public utility's revenue

20 requirement. Because public utilities tend to be capital intensive, depreciation expense

21 can be a significant component of the utility's revenue requirement.

22

23 Q- What is the objective of depreciation expense?

24

Z5

26

4

A.

A.

A. From a regulatory perspective, the objective of public utility depreciation is straight-line

capital recovery. This is accomplished by allocating the original cost of assets to expense

over the lives of those assets through the application of depreciation rates to plant



Year

Annual

Depreciation
Expense

End-of-Year

Accumulated
Depreciation

1 $ 100,000 s (100,000)
2 $ 100,000 $ (200,000)
3 $ 100,000 $ (300,000)
4 $ 100,000 $ (400,000)
5 $ 100,000 $ (500,000)
6 $ 100,000 $ (600,000)
7 $ 100,000 $ (700,000)
8 $ 100,000 $ (800,000)
9 $ 100,000 $ (900,000)
10 $ 100,000 $ (1,000,000)

TOTAL $ 1,000,000
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1

7

3

4

balances. Additionally, many state regulatory commissions, including the ACC, have

allowed utilities to recover through the commission-authorized depreciation rates, the

utility's estimated future cost of removal, which is part of the net salvage component of

the depreciation rates.

5

6 Q- Please i l lustrate how depreciation rates are developed.

7

8

9

10

The following calculation shows a straight-line whole-life depreciation rate assuming a

10-year average service life and a $1 million plant investment, and the whole life method.

Each year the 10 percent depreciation rate would be applied to plant in service to produce

an annual depreciation expense and an entry to accumulated depreciation:

11
Straight-Line Whole-Life Depreciation Rate
Assuming $1 Million Investment and a 10-Year Life
Depreciation Rate: 100% I 10 Years = 10% Per Year

12

13

14 Q- What happens at the end of an asset's life under this scenario?

15

16

A11 things equal, at the end of 10 years, the plant balance will be 100 percent (or $1

million), and the accumulated depreciation balance will also be 100 percent (also $1

17 This equality is important to understanding issues relating to the cost of

18

A.

A.

million) .

removal/negative net salvage.



Year

Annual
Depreciation

Expense

End-of-Year
Accumulated
Depreciation

Annual
Negative Net

Salvage Charge

FAS 143
Regulatory

Liabili
1 35 100,000 $ (100,000) $ 55,0.00 $ 55,000
2 100,00083 $ (200,000) $ 55,000 $ (1 10,000
3 100,000$ $ (300,000) $ 55,ooo $ (165,000
4 100,000$ $ (400,000) $ 55,000 $ 220,000
5 100,000$ $ (500,000) $ 55,000 $ 275,000
6 100,000$ $ (600,000) $ 55,000 $ 330,000)
7 1oo,ooo$ $ (700,000) $ 55,000 $ (385,000
8 $ 100,000 $ (800,000) $ 55,000 3 (440,000
9 $ 100,000 95 (900,000) $ 55,000 $ (495,000
10 100,000$ $ (1,000,000) $ 55,000 $ (550,000)

TOTAL $ 1,000,000 $ 550,000
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1 Q-

2

qJ

4

5

6

7

8

What is negative net salvage?

Negative net salvage is the difference between any salvage value and the cost of removal

of the asset after completion of its service life. If the cost of removal exceeds the salvage

amount, this produces negative net salvage. In this testimony I will use the terms negative

net salvage and net cost of removal interchangeably. The ratemaking treatment of

negative net salvage was raised by a Staff witness (Mr. Maj ores) as a Maj or issue affecting

utility depreciation rates in a previous APS rate case, Docket No. E-01345A-03-0437.

Negative net salvage can have a significant impact on a utility's depreciation rates and

9 revenue requirement.

10

l l Q- What happens if estimated future negative net salvage is included in the calculation?

12

i
K

13

Assume a negative 55 percent (-55%) net salvage ratio. The above whole-life example

with a 55 percent value for negative net salvage is as follows:

14
Straight-Line Whole-Life Depreciation Rate
Assuming $1 Million Investment, a 10-Year Life
And Negative Net Salvage of 55%
Depreciation Rate: [100% - (-55%)] I 10 Years = 15.5% Per Year

15

16

17 In this example, negative net salvage increases the resulting whole-life depreciation rate

18 from 10 percent to 15.5 percent, i.e., by 55 percent. This increase results from the

19

A.

A.

inclusion of estimated future net cost of removal, including estimated future inflation.
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1 Q-

2

3

4

5

6

7

Please explain the "FAS 143 Regulatory Liability" column in the above example.

Because the Company has no current legal obligation to pay the estimated future inflated

cost of removal (negative net salvage) amounts (i.e., has no asset retirement obligation),

the excess amounts recovered through depreciation rates are accumulated in a regulatory

liability account for financial reporting purposes, pursuant to Statement of Financial

Accounting Standards No. 143 ("SFAS l43"). I will explain certain provisions in SFAS

143 that require such treatment in more detail later in my testimony.

8

9 Q- Why does negative net salvage increase the depreciation rate"

10

11

12

13

14

15

It increases the depreciation rate because negative salvage is, in effect, added to the

original cost of the plant. Instead of 100 percent (which represents the original cost of

assets), the numerator becomes 155 percent. This is equivalent to capitalizing or adding

the estimated cost of removal to the original cost of the asset. In the above example,

instead of recovering the original plant cost of $1 million, the depreciation rates would

recover $1.55 million.

16

17 Q- What happens at the end of a plantasset's life under this scenario?

18

19

20

21

22

23

24

The plant balance will be 100 percent but the sum of the accumulated depreciation balance

and the regulatory liability account will be 155 percent. Consequently, unlike the "zero

net salvage scenario" shown above, when negative net salvage is included in a

depreciation rate, there will not be an equality of plant and reserve at the end of an asset's

life because the Company will have charged more depreciation than it paid for the original

cost of the asset. Under these circumstances, equality will only be achieved if the

Company actually spends additional money at the end of the asset's life.

25

A.

A.

A.
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1 Q-

2

3

4

5

6

7

8

9

Is the Company required to pre-collect from ratepayers estimated future amounts of

money that it might spend at the end of plantuseful life?

Where there is no legal requirement to incur cost of removal, TEP has no current legal

liability to spend money for estimated future cost of removal. The Commission rules at

R14-2-l02(B)(3) require that: "The cost of depreciable plant adjusted for net salvage shall

be distributed in a rational and systematic manner over the estimated service life of the

plant." As discussed above, the Commission's rules define "net salvage" to include the

cost of removal. Consequently, I conclude that the Commission's rules require cost of

removal to be included in the utility's depreciation rates.

10

11 Q.

12

13

If the Company does incur an obligation at the end of an asset's service life that

requires spending money for removal, can the Company take the money out of

accumulated depreciation?

14 No. Accumulated Depreciation is an unfunded account. Even though the Company

15

16

17

collected money from ratepayers for future removal cost that had been included in past

depreciation rates, it will have already spent that money on whatever it chose in the past:

salaries, dividends, etc.

18

19 Q- Please explain the concept of remaining life depreciation.

20

21

22

The remaining life technique is similar to the whole-life technique, but it incorporates

accumulated depreciation into the numerator of the equation, and the denominator

becomes the remaining life rather that the whole life of the asset.

23

A.

A.

A.



Year

Annual

Depreciation
Expense

End-of-Year
Accumulated
Depreciation

3 $ (300,000)
4 $ 100,000 $ (400,000)
5 $ 100,000 $ (500,000)
6 $ 100,000 $ (600,000)
7 $ 100,000 $ (700,000)
8 $ 100,000 $ (800,000)
g 100,000$ $ (900,000)
10 $ 100,000 $ (1,000,000)

TOTAL $ 700,000
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1 Q-

2

What happens when accumulated depreciation is incorporated into the numerator of

the basic depreciation calculation?

3

4

If the 10-year asset is 3 years old, its remaining life would be 7 years (10 .- 3 = 7). The

accumulated depreciation account would be 30 percent of the original cost because the 10

5

6

percent depreciation rate would have been applied for three years (3 x l0% = 30%). The

remaining life depreciation rate would then be 10 percent, calculated as follows :

7
Straight-Line Remaining-Life Depreciation Rate
Assuming $1 Million investment and a 10-Year Life
Depreciation Rate: [100% - 30%] I [10 - 3 Years] = 10% Per Year

8

9

10

11

Under the example wide the assumed 55 percent negative net salvage, and a 7-year

remaining life, the results would be a 15.5 percent depreciation rate, as shown below:

1.2

A.

l l l l l N l l l H l l l ulu l l l W l l l l l  l l l l  l



Year

Annual
Depreciation

Expense

End-of-Year
Accumulated
, depreciation

Annual
Negative Net

Salvage Charge

FAS 143
Regulatory

Liability

3 $ (300,000) s (165,000)

4 $ 100,000 $ (400,000) $ 55,000 $ (220,000>

5 $ 100,000 $ (500,000) $ 55,000 $ (275,000)

6 $ 100,000 $ (600,000) 55 000$ $ (330,000

7 100,000$ $ (700,000) $ 55,000 $ (385,000)

8 $ 100,000 $ (800,000) $ 55,000 (440,000$
9 $ 100,000 $ (900,000) $ 55,000 $ (495,000)

10 $ 100,000 39 (1,000,000) $ 55,000 $ (550,000)
TOTAL $ 700,000 $ 385,000
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Straight-Line Remaining-Life Depreciation Rate
Assuming $1 Million Investment, a 10-Year Life
And Negative NetSalvage of 55%
Depreciation Rate: [(100% - (-55°/,)) - (3 x 15.5%) ] /[10 - 3 Years]= 15.5% Per Year
Depreciation Rate: [(108.5%) Il [7 Years]= 15.5% Per Year

1

2

3 Q-

4

Why would the whole-life depreciation rate in the example with negative net salvage

and the remaining life depreciation rate in the negative net salvage example both be

5

6

15.5 percent?

In these examples, the remaining life depreciation rate and the whole-life depreciation

7 rates are the same (15.5 percent) because I have assumed that the accumulated

8 depreciation account is in balance. In other words, based on a continuation of the

9

10

11

fundamental parameters, Le., the 10-year service life and the negative 55 percent net

salvage ratio, exactly the right amount of depreciation has been charged and collected in

the past.

12

13 Q- What would happen if either of these fundamental parameters were to change?

14

15

16

17

18

19

A.

A. If either the service life or net salvage parameter changes during the life of the plant, the

accumulated depreciation account will be out of balance, and the remaining life rate will

be either higher or Iow'er than the whole~life rate depending on the direction of the

imbalance. That is because the Company will have collected either too much depreciation

or not enough depreciation in the past, given the current estimates of lives or future net

salvage. The difference between the actual amount recovered, as included in the book
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1

2

depreciation reserve, and a theoretical estimate of what should be in the book reserve, is

called a "reserve imbalance." The remaining life technique is often used to deal with such

3 reserve imbalances.

5 Q-

6

Since the last revision to the Commission's rules regarding the treatment of

depreciation, has a significant accounting pronouncement been issued?

7

8

9

10

11

12

Yes. As noted above, it appears that the Cornlnission's rules concerning the treatment of

depreciation were last revised and became effective April 9, 1992. Since that date,

generally accepted accounting principles ("GAAP"), specifically SFAS 143, highlight the

amounts associated with estimated future cost of removal for which no current legal

obligation exists and require that they be reported as Regulatory Liabilities for financial

reporting purposes. A regulatory liability can be viewed as an amount owed to ratepayers.

13

14 Q. What is SFAS 143?

15

16

1.7

18

19

20

21

22

23

24

The Financial Accounting Standards Board ("FASB") is a standards-setting body for the

public accounting profession. In June 2001, the FASB promulgated Statement of

Financial Accounting Standards No. 143 ("FAS 143"). This pronouncement addresses the

appropriate accounting for long-lived assets. It is effective for all fiscal years beginning

after June 15, 2002. However, earlier application was encouraged. Pursuant to SFAS

143, all companies, both unregulated (e.g., Walmart) and regulated (e.g., TEP) must

review all of their long-lived assets to determine whether or not they have actual legal

obligations to remove retired assets. For some plant and equipment, companies have a

legal obligation to remove the asset at the end of the service life. These legal obligations

for future removal are called asset retirement obligations ("AROs"). For other assets, no

25 such obligation exists.

26

4

A.

A.
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1

2

3

4

5

If a company does have an ARO, the fair value of the future retirement cost, which is

determined using net present value techniques, is considered to be part of the original cost

of the asset. That ARO is therefore capitalized (included in the original cost) and

depreciated over the life of the asset. In essence, if a Company incurs a legal liability to

spend money to remove an asset at the end of its life, that liability is part of the cost of the

6 asset.

7

8

9

10

11

In contrast, if a company does not have such legal obligations, the future cost of removal

will not be capitalized as part of the asset cost and will not be included in depreciation

expense. Only the initial cost of the asset (which does not include estimated inflated

future cost of removal for which no current liability exists) will be depreciated.

13

14

15

At the end of the asset's life, for assets without AROs, the accumulated depreciation

account will equal the plant balance. In other words, under SFAS 143, there is syinnmetry

between assets with and without AROs. In both cases, the accumulated depreciation will

16 equal the original cost of the asset at the end of its life.

17

18 Q- How are AROs measured?

19 AROs are measured at their net present value, not their inflated future value.

20

21 Q How are AROs recorded for accounting purposes?

22

23

As stated above, AROs are capitalized as a cost of the related asset and simultaneously

recorded as a liability for those companies with a legal obligation to remove a retired

24 asset. To illustrate, assuming an ARO of $500, the $500 would be debited (i.e., added) to

25

12

26

A.

A.

plant and simultaneously credited (i.e., added) to the regulatory liability account. Each

year, as the liability increases due to inflation, the increase is charged to accretion expense
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l

2

and credited to the liability, but the asset value remains the same. In other words, just as

the original cost of the asset does not increase, neither does the capitalized asset retirement

3 cost.

4

5 Q- What happens if a company does not have an asset retirement obligation pursuant to

SFAS 143?6

7 If a company does not have such obligations, the estimated future inflated cost of removal

and therefore it will not be included in the8 is not considered as a cost of the asset,

9

10

11

12

company's depreciation expense on its general purpose financial statements. SFAS 143,

therefore, unbundles net salvage from depreciation rates. It does this in two ways: (1) by

incorporating the net present value of an ARC) in the cost of the asset, or (2) by excluding

non-AROs from the depreciation rate calculations.

13

14 Q- What is the accounting impact of SFAS 143 for electric utilities?

15

16

17

18

19

20

21

22

23

Under GAAP, electric utilities are required to review all of their assets to determine if they

have any AROs. If a utility has any AROs, they are capitalized. Paragraph B73 of SFAS

143 provides an exception for regulated utilities, which allows them to continue to

incorporate net salvage factors ("non-legal AROs") in depreciation rates even if they do

not have AROs. Utilities are also required to determine the amount of any prior cost of

removal collections relating to non-AROs that is now included in their accumulated

depreciation accounts, and reclassify these and any such future charges as a regulatory

liability in their financial statements. In other words, even with the paragraph B73

exception, SFAS 143 provides transparency through reporting disclosure requirements.

24

A.

A.
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1 Q. What is the impactof SFAS 143 on electric regulatory accounting?

2 FERC addressed SFAS 143 in Docket RM02~7-000 which resulted in Order No. 631.

3

4

5

6

7

8

9

10

11

12

FERC Order 631 essentially adopts SFAS 143 and integrates it into the Uniform System

of Accounts. Utilities are required to review their long-lived assets to determine if they

have any AROs. Where utilities do not have AROs, any charges for such amounts must

be separately identified. FERC Order 631 defines cost of removal allowances for which

there is no legal asset retirement obligation, as "non-legal retirement obligations." Past

and future "non-legal AROs" must be specifically identified and accounted for separately

in the depreciation studies, depreciation expense and the accumulated depreciation

account. In Order 631, FERC maintains the transparency resulting from the "separation

principle" for non-legal AROs that was established in paragraph B73 of SFAS 143.

Paragraph 38 of Order 631 explains FERC's new requirements for non-legal AROs:

13

14

15

16

17

18

19

20

21

22

23

24

"Instead, we will require jurisdictional entities to maintain separate
subsidiary records for cost of removalfor non-legal retirement obligations
that are included as specu'ic identifiable allowances recorded in
accumulated depreciation in order to separately identy§/ such information
to facilitate external reporting and for regulatory analysis, and rate setting
purposes. Therefore, the Commission is amending the instructions of
accounts 108 and 110 in Parts 101, 201 and account 31, Accrued
depreciation ... Carrier property, in Part 352 to require jurisdictional
entities to maintain separate subsidiary records for the purpose of
identy§/ing the amount of scenic allowances collected in rates for non-
iegal retirement obligations included in the depreciation accruals.

25

26 Q~ Does FERC provide any additional insight as to the interpretation of these new

27 rules?
I

28 Yes, at paragraph 39 of the order, FERC states:

29

30

31

32

A.

A.

"Jurisdictional entities must identyjf and quanty§/ in separate subsidiary
records the amounts, zany, of previous and current accumulated removal
costs for other than legal retirement obligations recorded as part of the
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1
2
3
4
5
6
7
8
9

depreciation accrual in accounts 108 and 110 for public utilities and
licensees, account 108 for natural gas companies, and account 31 for oil
pipeline companies. If jurisdictional entities do not have the required
records to separately dent@/ such prior accruals for specQ'Zc identifiable
allowances collected in rates for non-legal asset retirement obligations
recorded in accumulated depreciation, the Commission will require that
the jurisdictional entities separately identify and quanty§/ prospectively the
amount of current accruals for specie allowances collected in rates for
non-legal retirement obligations. "

10

11 Q-

12

Does FERC make any policy calls concerning the appropriate treatment of the

disposition of prior and future collections contained in these separate allowances?

13

14

15

No. As indicated at paragraph 64 of the Order, FERC declined to make such calls on a

policy basis. Rather, FERC will resolve the appropriate treatment of the dispositions of

prior and future collections on a case-by-case basis.

16

17 Q.

18

Does FERC's Order require anything new or more with respect to its requirement

for detailed depreciation studies?

19 No. At paragraph 65 of the Order, FERC states that:

20
21
22
23
24
25
26
27

"... this rule requires nothing new and nothing more with respect to the
requirement for a detailed study. Complex depreciation and negative
salvage studies are routinely filed or otherwise made available for review
in rate proceedings. When utilities perform depreciation studies, a certain
amount of detail is expected. It is incumbent upon the utility ro provide
sufficient detail to support depreciation rates, cost of removal, and salvage
estimates in rates. "

28

29 Additionally, footnote 45 states:

30

31
32
33
34

"When an electric utility files for a change in its jurisdictional rates, the
Commission requires detailed studies in support of changes in annual
depreciation rates if they are dyj'erent from those supporting the utility)/s
prior approvedjurisdictional rate. "

35

A.

A.
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1

2

3

Thus, FERC recognizes distinctions between legal and non-legal AROs just as SFAS 143

recognizes those distinctions. On a going-forward basis, jurisdictional entities must be

prepared to specifically identify and justify any non-legal AROs that they propose to

include in rates.4

5

6 Q- Has TEP implemented SFAS 143?

7

8

Yes. The Company has implemented SFAS 143. I have previously described how TEP

implemented SFAS 143 with respect to cost of removal that had been recorded in

9 For TEP's

10

Accumulated Depreciation by TEP with respect to its generation assets.

transmission, distribution and general plant assets, consistent with adopting this

11

12

13

14

accounting principle for financial reporting purposes, TEP reclassified prior year removal

costs of approximately $80 million previously included in accumulated depreciation to the

liability for asset retirements and removals in its Balance Sheets. As described on page K-

65 of TEP's 2006 SEC Form 10-K (Exhibit KGK-l to Ms. Kissinger's direct testimony):

15

16

17

18

19

20

21

22

23

24

25

26

TEP has various transmission and distribution lines that operate under
land leases and rights of way that contain end dates and restorative
clauses. TEP operates its transmission and distribution lines as if they will
be operated in perpetuity and would continue to be used or sold without
land remediation. As a result, TEP is not recognizing the costs of final
removal of the transmission and distribution lines in the financial
statements. As of December 31, 2006, TEP had accrued $80 million for the
net cost of removal for the interim retirements from its transmission,
distribution and general plant. As of December 31, 2005, TEP had
accrued $75 million for these removal costs. the amount is recorded as a
regulatory liability.

27

28

29

30

31

When initially adopting SFAS 143, companies such as TEP, reclassified for financial

statement reporting purposes their accumulated cost of removal for which there is no

current legal obligation for removal, from Accumulated Depreciation and reported this as

a Regulatory Liability.

\

A.
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1 Q.

2

3

4

5

6

Are the "costs of removal" that were reclassified as a regulatory liability for financial

reporting purposes the result of TEP's past depreciation rates"

Essentially, yes. Similar to most utilities, TEP's past depreciation rates have included

negative net salvage. This has resulted in TEP pre-collecting lion ratepayers estimated

future costs of removal for non-legal AROs, which under SFAS 143, have been

reclassified for financial reporting purposes as a regulatory liability.

7

8

9

10

11

12

Plant and equipment are retired from service at the end of their useful lives. Sometimes

the retired plant and equipment may be physically removed and can be resold for value.

This is called gross salvage. The cost of removal net of the value received for the salvage

constitutes net salvage. In more technical terms, gross salvage is the amount recorded for

the property retired due to the sale, reimbursement, or reuse of the property. Cost of

removal is the cost incurred in connection with the retirement from service and the13

14 As discussed above, net salvage is the difference

15

disposition of depreciable plant.

between gross salvage and cost of removal.

16

17 Q. Are net salvage ratios included in the Company's depreciation rate calculations?

18 Yes.

19 rates.

Substantial negative net salvage ratios are included in several of TEP's depreciation

The inclusion of negative future net salvage ratios in TEP's proposed depreciation

20

21

22

23

rates result in depreciation rates that are significantly higher in many instances than if no

cost of removal had been included. As noted above, the inclusion of net salvage in

depreciation rates appears to be consistent with past practices of the utility and

Commission, and appears to be required by Commission rule R14-2-102(B)(3).

24

A.

A.
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l Q.

2

3

4

5

Do TEP's proposed depreciation rates include estimated future removal costs?

Yes. As noted above, TEP's proposed depreciation rates include estimated future removal

costs, including estimated future inflation. TEP has done this by including negative net

salvage ratios in the development of depreciation rates for many, but not all, of its

depreciable plant assets.

7 Q-

8

Where does TEP develop its estimated future costs of removal that are included in its

proposed depreciation rates"

9 These are developed in Mr. Kateregga's Attachment KAK-1, on Statement D (average net

10 As

11

salvage), Statement E (present and proposed parameters) of those attachments.

explained on pages 13-14 of the depreciation study:

12

13

14

15

16

17

18

Average net salvage rates for the distribution function and depreciable
general plant accounts were estimated using direct dollar weighting of
historical retirements with the historical net salvage rate, and future
retirements (i.e., surviving plant) with the estimated future net salvage rate.
the computation of the estimated average net salvage rates is shown in
Statement D.

19

20 As noted elsewhere in my testimony, TEP's proposed depreciation rates for generation

21 plant do not include a component for net salvage.

22

23 Q-

24

Did you request TEP to provide its actual cost of removal and net salvage

information by plant account?

25 Yes. This was requested in data request STF 1.34 for years 1999 through 2006.

26

6

A.

A.

A.

l l l
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1 Q-

2

What did TEP state in response to Staffs request for the actual cost of removal

information by plant account?

3 In TEP's response to STF 1.34, the Company stated that: "Please see the response to STP

4 1.5."

5

6 Q.

7

Have you made a comparison of how much TEP's proposed depreciation rates would

collect annually for estimated future cost of removal with the Company's recent

8 actual cost of removal?

9 No. During the course of my analysis, I sta1"ced to make such a comparison, but concluded

10

11

12

13

14

that it was not necessary for purposes of this case because the Comnlission's rules at R14-

2-102 require net salvage to be included in the development of the utility's depreciation

rates. Since I am not recommending an adjustment to reflect an alternative treatment of

cost of removal in this case, the comparative calculation related to quantifying such an

adjustment was not pursued as it would have been if an adjustment to the Company's

15 approach was being recommended.

16

Q-

18

Has the approach to including net salvage in depreciation rates that is described in

the Commission's rules been widely used in the utility industry?

19

20

21

Yes. Many regulated utilities have used this approach. It is even addressed in the

NARUC's 1996 Public Utilities Depreciation Practices Manual as a recommended

approach. On the other hand, the same NARUC Manual at page 157 also states:

22

23

24

25

26

27

28

29

17

A.

A.

A.

"Some commissions have abandoned the above procedure [gross salvage
and cost of removal reflected in depreciation rates] and moved to current-
period accounting for gross salvage and/or cost of removal. In some
jurisdictions gross salvage and east of removal are accounted for as
income and expense, respectively, when they are realized. Other
jurisdictions consider only gross salvage in depreciation rates, with the
cost of removal being expensed in the year incurred. "
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1 Q. In your opinion, is there a reasonable alternative to that approach?

2

3

4

Yes. Instead of incorporating estimated future cost of removal along with estimated future

inflation into depreciation rates, providing a normalized level of removal cost as a current-

period expense is a reasonable alternative for ratemaking purposes, in my opinion.

5

6 Q- Does the NARUC Manual indicate that some utility commissions are using this

7 alternative approach?

8 Yes. The NARUC Manual at page 158 states that:

9

10
11
12
13
14
15
16
17
18

It is frequently the case that net salvage for a class ofproperty is negative,
that is, cost of removal exceeds gross salvage. This circumstance has
increasingly become dominant over the past 20 to 30 years; in some cases
negative net salvage even exceeds the original cost of plant. Today few
utility plant categories experience positive net salvage; this means that
most depreciation rates must be designed to recover more than the original
cost of plant. The predominance of this circumstance is another reason
why some utility commissions have switched to current period accounting
for grosssalvage and, particularly, cost of removal.

19

20 Q-

21

Could the approach of including a cost-of-removal component in depreciation rates

result in accumulated depreciation exceeding the original cost of plaNt in service?

22 Yes. One of the mechanical problems with such an approach, which TEP applied to

23

24

25

26

27

28

29

30

A.

A.

A.

Distribution and General Plant (but not to Generation Plant), is that it can result in a

depreciation reserve actually exceeding the gross plant balance. That is because the

depreciation rates proposed by TEP for distribution and general plant include estimated

future cost of removal, and therefore produce higher depreciation rates than are necessary

to hilly depreciate the original cost of the plant. Therefore, at the end of its life, the

accumulated depreciation account exceeds the plant account balance. Referring back to

the hypothetical illustration that I presented earlier, with a 55 percent negative net salvage

assumption, at the end of the 10-year assumed useful life, the utility has recorded $1.55



Direct Testimony of Ralph C. Smith
Docket No. E-01933A-07-0402 et al
Page 108

1

2

3

million in depreciation on a depreciable asset of $1 million. During the plant's

depreciable life, the utility had no asset retirement obligation, but it would have collected

an extra $550,000.

4

5 Q- How should the allowance for cost of removal be calculated?

6

7

8

9

Because the Commission's rules at R14-2-102 in their current form clearly require the

inclusion of net salvage in the development of the utility's depreciation rates, and this is

what TEP has done with Distribution and General Plant (but not to Generation Plant), I am

not in this proceeding recommending an alternative for TEP's Distribution and General

10 plant. Were it not for those rules, I believe there is substantial merit in the alternative

11

12

13

14

recommended by the witness for Staff in the prior APS rate case cited above, which would

provide for a normalized allowance for cost of removal based on the average of the most

recent five years worth of actual net salvage activity. Essentially, the cost of removal is

treated just as any other normalized operating expense.

15

16

17

18

19

20

21

with respect to Generation Plant, because neither TEP's current depreciation rates, nor its

proposed depreciation rates reflect a component for estimated ligature cost of removal, such

rates have not been developed in accordance with the guidance provided in the

Commission's depreciation rules, cited above. Consequently, TEP's proposed

depreciation rates for Generation Plant should be rejected. TEP's December 31, 2006

balance of Accumulated Depreciation is also substantially understated, due to TEP's

22

23

application of depreciation rate changes to Generation Plant that have not been authorized

by the Commission. I have addressed the needed adjustment to Accumulated

24 Depreciation previously in my testimony.

25

A.
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1 Q-

2

3

4

5

6

7

Are you aware of whether other regulatory commissions use that alternative

approach for utility recovery of cost of removal?

Yes. A five-year average net salvage allowance approach has been used for many years

by the Pennsylvania Public Utility Commission. In recent years, some other state

regulatory commissions have used similar approaches that exclude estimated future cost of

removal from the development of depreciation rates, and provide an allowance for the cost

of removal based on an average of a utility's actual incurred cost.

8

9 Q. What are the advantages of that approach?

10

11

12

13

14

15

16

17

18

19

20

21

22

The five-year rolling average for recovery of cost of removal provides a reasonable

method for addressing this controversial aspect of depreciation. TEP's proposed

development of depreciation rates essentially treats estimated future costs of removal

(including estimated future inflation) as a current period expense, even when there is no

current legal obligation to incur such cost. In contrast with TEP's approach, a normalized

expense allowance approach better conforms with the generally accepted accounting

principles articulated in SFAS 143 by not treating estimated inflated iiuture removal costs

as if they were a current obligation and a current expense. Additional advantages offered

by the normalized expense allowance approach include that it is simple, straight-forward

and easy to implement, provides an opportunity for the Company to recover a normalized

allowance for cost of removal based on recent actual cost, and avoids charging current

customers for estimated future inflation. However, the Commission's rules at R14-2-102

in their present state would appear to preclude this alternative for purposes of this case.

23

24

25

26

A.

A.

Rule R14-2-102 is a rule of general applicability to electric utilities in the state of Arizona.

Because I believe there is no compelling reason to treat cost of removal (where there is no

current obligation to incur such cost) differently from other normalized operating
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1

2

expenses, I recommend that the Commission consider amending Rule Rl4-2-102 to allow

treatment of cost of removal in the manner recommended by Staff' s consultant in the prior

."1
.3 APS rate case.

4

5 Q- Should the depreciation rates proposed by TEP be adopted for use in this case?

6

7

8

9

10

11

12

13

14

15

Yes, in part and no, in part. The depreciation rates proposed by TEP presented in Dr.

Kateregga's Attachment KAK-l for plant other than generation plant should be adopted

for use in this case. Those depreciation rates proposed by TEP were developed in a

manner that is generally consistent with the Commission's rules for depreciation rates.

My review of the details provided in Dr. Kateregga's Attachment KAK-l and other

information indicates that those new rates proposed by TEP for plant other than generation

plant are consistent with industry accepted depreciation practices. As noted above in my

testimony, the net change in percentage terms resulting Nom TEP's proposed new

depreciation rates for distribution and general plant is a decrease of approximately

314283 million and $3.626 million, net of an increase for net salvage of $2.603 million,

for a net decrease of $15306 million.16

17

18

19

20

Concerning TEP's proposed depreciation rates for generation plant, such rates have been

impacted by TEP's adoption of FAS 143 as of January 1, 2003, as well as by a series of

depreciation rate changes that TEP implemented unilaterally between rate cases, and

21 without Commission approval. Consequently, TEP's proposed depreciation rates for

22

23

24

25

26

A.

generating plant should be rejected. It may be possible during the course of this case to

develop new depreciation rates for TEP's generation plant that would be appropriate for

use prospectively under the cost-of-service methodology. In order to accomplish this,

however, TEP must provide Staff with requested information, including the information

requested in data request LA 21.9, in order to determine TEP's balance of Accumulated
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

Depreciation at December 31, 2006, without the impacts of TEP's depreciation rate

changes that were not authorized by the Commission. Additionally, a cost of removal/net

salvage component should be included, pursuant to the guidance provided in the

Commission's depreciation rules. If TEP is cooperative in this endeavor, potentially new

depreciation rates for TEP's generation assets to be applied by TEP prospectively in this

case could be developed that Staff could endorse. If TEP is not cooperative in developing

such new rates, however, the depreciation rates proposed by TEP for generation should be

rejected, and TEP's depreciation rates for generation assets would revert to those

previously approved by the Commission in Decision No. 59594. Those rates did include a

cost of removal provision for TEP's generation plant. If reversion to the depreciation rates

for generation plant previously authorized in Decision No. 59594 occurs for the plant that

existed at the time of that decision, Staff recommends that TEP also be ordered to prepare

and file a revised depreciation study, using the adjusted Accumulated Depreciation

balance from this case, and including an appropriate provision for estimated cost of

removal, within one year of the Commission's final order in this case. New rates for

TEP's Generation Plant should become effective in TEP's next base rate proceeding.

17

18 Q-

19

Do you have any other recommendations concerning the depreciation rates proposed

by TEP?

20

21

22

23

24

25

26

A. Yes. Each of the new depreciation rates proposed by TEP should be clearly broken out

between (1) a service life rate and (2) a net salvage rate. By doing this, the depreciation

expense related to the inclusion of estimated future cost of removal in depreciation rates

can be tracked and accounted for by plant account. TEP's current depreciation study

proposes to segregate the recorded balance of accumulated depreciation for distribution

and general plant into an investment portion and a net salvage portion, such that the net

salvage can be accrued and recorded at the function level and depreciation expense
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1

2

3

(exclusive of net salvage) can be accrued by primary account.13 This proposal by TEP

appears to be a reasonable alternative to segregating the depreciation rates for distribution

and general plant between (1) a service life rate and (2) a net salvage rate, by plant

account.4

5

6 Q.

7

Do you have any other comments concerning the implementation of FAS 143 for

depreciation rates for ratemaking purposes?

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Yes. In previous rate cases the Commission has not adopted FAS 143 for ratemaldng

purposes. Additionally, some of the provisions of the accounting under FAS 143, such as

the elimination of a cost of removal provision from depreciation rates (i.e., the exclusion

of non-legal AROs) appear to be contrary to the Comlnission's depreciation rules.

Nevertheless, under the appropriate circumstances the Commission may want to consider

adopting provisions consistent with FAS 143 for ratemaldng purposes. One of those

circumstances would be that the depreciation rate changes related to FAS 143 are only

implemented in the context of a utility rate case, and not unilaterally by a utility between

rate cases. Because FAS 143 can have such a substantial impact on the Accumulated

Depreciation balance, it is only appropriate to implement such a significant change in the

context of a utility's rate case. Additionally, if previously collected balances in

Accumulated Depreciation related to the inclusion of estimated future cost of removal in

the utility's prior depreciation rates are going to be removed from the Accumulated

Depreciation balance, such amounts should be established as a regulatory liability, in

order to protect ratepayers. Such amounts should not become extraordinary income for

the benefit of shareholders, as TEP has done.

24

A.

13 See, e.g., TEP's 2007 Depreciation Rate Study (Exhibit KAK-1) at page 15.
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1 VI.

2 A.

3 Q-

4

5

6

PURCHASED POWER AND FUEL ADJUSTMENT CLAUSE

TEP's Proposed PPFA C

Has TEP proposed a PPFAC in this proceeding?

Yes. TEP proposes a PPFAC under the Cost-of-Service and Hybrid Methodologies. It is

described primarily in the Direct Testimony of TEP witnesses Pignatelli at pages 20-22

and Hutchens at pages 29-41, and Mr. Hutchens' Exhibits DGH-9 and DGH-10.

7

8

9

Q~ What is the purpose of TEP's proposed PPFAC?

10

As summarized by MI. Pignatelli on page 9 of his Direct Testimony and Mr. Hutchens at

page 29 of his, TEP does not currently employ a PPFAC, but is proposing one to provide

for the timely recovery of fuel and purchased power costs.11

12

13 Q. Does TEP describe how it developed its proposed PPFAC?

14

15

16

17

18

At pages 29-30, Mr. Hutchins' states that: "TEP's proposed PPFAC is very similar to the

forward-looking Power Supply Adjustor that Staff proposed in the recent rate case

involving Arizona Public Service Company ("APS") (Docket No. E-01345A-05-0816)."

However, a close examination of TEP's proposed PPFAC reveals that it has significant

differences from the PSA proposed by Staff in the APS ratecase.

19

20 Q. What aspects of the PPFAC are you addressing?

21 I am addressing the following aspects of the PPFAC:

22

23

24

TEP's Historical Misuse of Previous Fuel' Adjustment Mechanism

Staff s Proposed PPFAC, including:

25

26

A.

A.

A.

A.

1. Costs to Be Included in the PPFAC

J
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1

2

3

4

5

6

6.

7.

Credits to PPFAC Costs

Effective Date for PPFAC

PPFAC Fonvard-Looking and True-Up Components

Carrying Costs on PPFAC bank balance

Filing and Reporting Requirements

Other Incentive Provisions

Requirement for Commission approval of PPFAC rate changes7

8

9

10

11

12

In the discussion of Staffs proposed PPFAC mechanism, I also present and explain

Staff' s concerns with the PPFAC proposed by TEP. While Staff agrees with several of the

features in the STEP-proposed PPFAC, there are a number of aspects in the Company's

proposal with which Staff disagrees.

13

14

15

16

Q~ Does Staff support adoption of the PPFAC that was proposed by TEP?

17

No. The PPFAC proposed by TEP has several aspects which Staff does not support,

including, but not limited to, a proposed inclusion of inappropriate, open-ended categories

of "other" costs. Consequently, Staff does not support TEP's proposed PPFAC, and

recommends that it be rej ected.18

19

20

21

B.

Q-

22

TEP's Historical Misuse of Previous Fuel Aayustment Mechanism

You mentioned that TEP doesn't currently have a PPFAC. Did TEP have a fuel

adjustmentclause in thepast?

23

24

Yes. However, in Decision No. 56526, dated June 22, 1989, the Commission abolished

TEP's PPFAC for misuse. In Decision No. 56659, dated October 24, 1989, the

Commission affirmed its decision to abolish TEP's PPFAC, stating as follows on pages25

26 26-27:

A.

A.

Lu l llll\l\l

2.

3.

4.

5.

8.
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1
2
3
4
5
6
7
8
9

10
11
12
13

"We affirm Decision No. 56526. Eesides the misuse being grounds for
eliminating the clause, the evidence snows that fuel prices are fairly stable
and are expected to be stable for the next few years. In addition, we concur
with RUCO 's argument that an achustor clause fOr one portion of utility 's
costs can result in a distortion of efficiency incentives. A PPFAC, for
example, could result in a utility having less of an incentive to minimize
fuel costs versus its other costs. An increase in PPFAC easts could occur
when other non fuel costs are declining, or when revenues are increasing
faster than costs due to load growth. See Decision No. 56450, dated April
13,1989. This is especially true when demand charges are included in the
PPFAC. We share TEP's concerns that future increased fuel prices can
affect its earnings variability, and as a result we will reserve the right to
reinstate a PPFAC zffuel prices do again become volatile. "

14

15 c.

16 Q.

Sta g .Proposed PPFA C

Is Staff proposing a PPFAC for TEP?

17 Yes. There is evidence in the current TEP rate case, in the recent APS and UNSE rate

18

19

20

21

cases, as well as in the press, that fuel and purchased power prices have again become

volatile. Consequently, Staff believes that an appropriately drafted PPFAC should be

implemented for TEP. The current TEP rate case appears to represent a good opportunity

for establishing a PPFAC for TEP .

22

23

24

25

26

27

28

29

30

31

A.

As described below, and presented in Attachment RCS-4, Staff is recommending a

PPFAC for TEP that uses some of the features contained in the STEP-proposed PPFAC,

and rejects STEP-proposed features which Staff believes are unacceptable. Staffs

proposed PPFAC for TEP also takes into consideration provisions in the PSA adopted by

the Commission for APS (which was different in certain important respects from the one

proposed by Staff in that case). The development of Staffs proposed PPFAC for TEP

also draws, where appropriate, upon the experience gained from addressing issues related

to Staffs proposed PPFAC for TOP's affiliate, UNS Electric, in that utility's recent rate

case, Docket No. E-04204A-06-0783. The analytical framework of evaluating PPFAC
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1

2

provisions utilized by Staff in the UNSE rate case can be useful in evaluating what

specific provisions in a PPFAC are appropriate for TEP.

3

4 Q- How does TEP's situation with respect to fuel and purchased power expense differ

5 from that of its affiliate, UNSE?

6 TEP's situation is somewhat different from that of UNS Electric since TEP owns

substantial generation, including significant base-load, coal-fired generation (whereas

8 UNSE does not).

9

10 Q-

11

What principal features should be considered in the design or modification of TEP's

fuel andpurchased power adjustment mechanism?

12 A . The following features should be considered:

13

14

15

16

There should be Commission review of proposed charges before they become

applicable. The Company's proposed new PPFAC would provide for rate changes to

occur without Commission review and approval of proposed charges before they

17 become applicable.

18

19

20

21

22

There should. be a clear provision for the reconciliation of revenues and costs. TEP's

and Staffs proposed PPFACs provide for a type of reconciliation in the PPFAC bank

balance accounting, whereby fuel and purchased power expenses are matched with

the base rate power supply and PPFAC revenues under which the Company recovers

23 such costs.

24

25

26

There should be an opporhinity for an independent Commission review of prudence

and reasonableness in all areas that drive the costs collected under the PPFAC. The

7

A.

l l l
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1

2

3

4

content of these reviews and the issues they address should be subject to examination

and comment by the affected stakeholders. The ultimate purpose of such reviews is

to enable the Commission to make an infonned determination of what, if any, costs

resulted from ineffective or imprudent utility performance, and what, if any,

adjustments should be made to future recoveries and over what periods of time.

6

7

8

9

10

11

12

13

14

The PPFAC should provide a reliable mechanism for assuring reasonably prompt

recovery of prudent and reasonable iiuel and energy costs. Ideally, a well designed

PPFAC would avoid situations where delayed recovery of prudent and reasonable

fuel and energy costs would have material financial consequences (e.g., through

increased financing costs or restraints on access to financial resources). Put another

way, the PPFAC should, by providing for reasonably prompt recovery of prudent and

reasonable fuel and energy costs, help to maintain the utility's financial benchmarks

that promote the ability to secure financing at costs favorable to customers.

15

16 Q. Are there any other considerations?

17

18

19

Yes. The Commission may want to include a provision designed to provide the utility

with an incentive to procure fuel and purchased power at the lowest cost consistent with

providing reliable electric service. However, such provisions can be difficult to design in

20 appropriate balance between facilitating recovery of prudently

21

terms of providing the

incurred costs and structuring the incentives.

22

5

A.
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l Q.

2

3

As guidance for your review of TEP's proposed PPFAC, did you review material in

any o ther  recent  proceedings invo lving Ar izona elect r ic  ut ilit y adjustment

mechanisms related to the recovery of fuel and purchased power costs?

4 Yes. I reviewed material filed by Staff in the recent Arizona Public Service Company rate

5

6

7

8

case, Docket No. E-01345A-05-816, concerning fuel and purchased power recovery

mechanisms. This included the Staff' s proposed Plan of Administration for a revised APS

Power Supply Adjustment Mechanism ("PSA") that was filed with Staff witness John

Antonuk's supplemental testimony in that docket, and subsequently underwent further

9 revisions. In that case, Staff undertook a detailed review and made recommended

10 revisions to the APS PSA.

11

12 Q-

13

Are there a number of important similarities between APS and TEP with respect to

the development of a fuel cost recovery mechanism?

14 Yes. There are a number of important similarities between APS and TEP, including:

15

16 • both APS and TEP are large, vertically integrated electric utilities,

17

18 • both APS and TEP own substantial generating resources, including relatively low cost

19 base load generation,

20

21 •

22

both APS and TEP are subject to 6.1e1 and purchased power cost volatility, primarily

through the cost of gas-fired generation and purchased power, and

23

24 • both APS and TEP make off-system sales.

25

A.

A.
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1

2

3

4

5

Consequently, I believe that the Staff evaluation of the APS PSA in that case and the

related Staff recommendations and Commission detenninations relating to the APS PSA

can provide helpful guidance in reviewing the TEP PPFAC in the current case. I will be

refening to the Plan of Administration for the APS PSA that reflects the Commission's

determinations in Docket No. E-01345A-05-0816. I note that the Commission approved a

PSA for APS which was somewhat different than Staffs recommendations in that case,6

7 and included provisions for 90/10 sharing of costs and a 4 mil per kph annual cap.

8

9 Q. Does Staff agree with TEP's proposedPPFAC?

10 No. While Staff agrees with some aspects of the Company's proposed PPFAC, including

11

12

13

the inclusion of a forward-looking component, the PPFAC proposed by TEP, taken as a

whole, would result in inclusion of additional costs in the PPFAC, such as expenses for

credit support, that have not been demonstrated to possess the characteristics of being

14 material, volatile, and not within the Company's control. Additionally, the Company's

15

16

17

18

19

20

proposed new PPFAC could substantially reduce the level of regulatory scrutiny of

purchased power and fuel costs, and potential future costs such as "any and all federal

and/or state coal and carbon taxes." Such provisions in a PPFAC would seem to be

particularly inappropriate at a time when the Company would be implementing a new

PPFAC after its last libel adjustment mechanism was terminated for abuse. Given TEP's

somewhat less than pristine history when it did have a fuel adjustment mechanism, Staff

believes that there should be Commission review of changes in PPFAC rates before they21

22 become applicable.

23

24 Costs to Be Included in the PPFAC

25 Q- What costs does TEP propose to include in itsPPFAC?

26

A.

A.

1.

TBP proposes to include costs in these FERC accounts :
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1

2

3

4

5

501, Fuel (Steam Production)

547, Fuel (Other Production)

555, Purchased Power

557, Broker Fees, and

565, Wheeling (Transmission of Electricity by Others).

6

7 TEP also proposed to include an expansive category of "other allowable costs" including:

8

9

10

11

12 •

13

Credit costs necessary to support fuel and purchased power contracts.

Any and all federal and/or state coal and carbon taxes applied to TEP's generation

or fuel and purchased power contracts .

Outside legal expenses incurred to litigate fuel and purchased power matters on

behalf of TEP's customers, such as pipeline and transmission cases and contract

14

15 •

disputes.

Amortized interstate pipeline and electric transmission interconnection costs.

16

17 Q-

18

The Company has proposed that the PPFAC include all costs that are recorded in

FERC accounts 501, 547, 555 and 565. Can you briefly summarize what expenses

are recorded in each of these accounts?19

Yes.

21

22

23

Account 501, Fuel (Steam), includes the cost of fuel used in the production of steam for

the generation of electricity, including fuel handling.

24

25

26

Account 547, Fuel (Other Production), includes the cost of fuel (such as gas, oil, kerosene

and gasoline) delivered to the station for other power generation.

20 A.

I'll
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l As

2

Account 555, Purchased Power, includes the cost of electricity purchased for resale.

described in the FERC Uniform System of Accounts for Electric Utilities14:

3

4
5
6
7
8
9

10
11
12

"A This account shall include the cost at point of recezpt by the utility of
electricity purchased for resale. It shall include, also, net settlements for
exchange of electricity or power, such as economy energy, ojjipeak energy
for on-peak energy, spinning reserve capacity, etc. In addition, the account
shall include the net settlements for transactions under pooling or
interconnection agreements wherein there is a balancing of debits and
credits for energy, capacity, etc., Distinct purchases and sales shall not be
recorded as exchanges and net amounts only recorded merely because
debit and credit amounts are combined in the voucher settlement.

13

14
15
16
17

"B. The records supporting this account shall show, by months, the
demands and demand charges, kilowatt-hours and prices thereof under
each purchase contract and the charges and credits under each exchange
or power pooling contract. "

18

19

20

Account 565, Transmission of Electricity by Others, includes amounts payable to others

for the transmission of the utility's electricity over transmission facilities owned by others.

21

22 Q.

23

How do the FERC accounts that TEP proposes to include in its PPFAC correspond

with the FERC accounts that were included in Staff 's proposed Plan of

24 Administration for the APS PSA?

25

26

27

The FERC Accounts 501, 547, 555 and 565 that TEP proposes to include in its PPFAC are

basically the same accounts that Staff's proposed Plan of Administration includes for

recovery by APS under the APS PSA. Page 15 of that Plan of Administration lists the

28 accounts included for the APS PSA as these four FERC accounts, and, for APS, also

29 Account 518, Nuclear Fuel. TEP does not have any nuclear generation and does not

30 record expense in Account 518.

A.

14 Code of Federal Regulations, Title 18, Volume 1, Part 101, Uniform System of Accounts Prescribed for Public
Utilities and Licensees Subject to the Provisions of the Federal Power Act, Revised as of April 1, 1999.
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1

2

3

4

Page 15 of the Staff proposed Plan of Administration for the APS PSA also specifies that:

"Additionally, the prudent direct costs of contracts used for hedging system fuel and

purchased power will be recovered under the PSA." I believe that allowing TEP to

recover prudent direct costs of contracts it uses for hedging system fuel and purchased

power under its PPFAC would also be appropriate.5

6

7

8

Q. Do you have any concerns regarding TEP's proposal that the PPFAC should include

all expenses in FERC accounts 501, 547, 555 and 565?

Yes. I have the following concerns regarding capacity costs that may be recorded in9

10 Accounts 555 and 565 :

11

12

13

14

15

16

Account 555 can include capacity and demand charges. Including such capacity and

demand charges in a PPFAC that is recovered on a per kph basis presents a concern.

Additionally, it is fairly common, in my experience, for PPFAC-type mechanisms to

include purchased energy expenses, and to exclude capacity costs from the PPFAC but to

provide for recovery of a normalized level of purchased capacity costs in the utility's base

rates.17

18

19

20

Account 565, Transmission of Electricity by Others, may also have a capacity or demand

element, depending upon the particular contracts the utility enters into for transmission

service.21

22

23 Q- Why do you have a concern regarding the recovery of capacity costs that may be

recorded in Accounts 555 and 565 in the PPFAC?24

25

26

A.

A. There are two primary bases for such concerns.

capacity costs that may be recorded in Accounts 555 and 565 are volatile, material and

First, TEP has not demonstrated that

"vo
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1

2

3

4

5

6

7

8

beyond the control of utility management. Moreover, in situations where the electric

utility owns the generating capacity or transmission, the traditional raternaking treatment

has been to include the cost of such capacity, as measured in a test year, in the

determination of a utility's base rate revenue requirement. Allowing purchased capacity

costs to be recovered in a PPFAC mechanism, where owned capacity is recovered in base

rates, could result in management decision malting favoring purchased capacity that would

be recorded in Account 555, rather than owning capacity resources that would be recorded

as plant assets and would be subj et to rate base treatment.

9

10 Second, the PPFAC rate would apparently be applied to each custolner's bill as a monthly

11 per kph charge that is the same for all customer classes. There are concerns that a

12

13

14

uniform per-kWh charge for all customer classes might not be appropriate for capacity-

related charges. Staffs rate design testimony to be tiled in this proceeding on March 14,

2008 may present additional details concerning capacity cost recovery.

15

16 Q.

17

Despite your concerns regarding the recovery of capacity costs that may be recorded

in Accounts 555 and 565 in the PPFAC, is Staff recommending that such accounts be

18 included in the PPFAC?

19 Yes. Inclusion of these accounts in the PPFAC, including capacity and demand costs

20

21

recorded in these accounts, appears to be consistent with the PSA that was approved for

APS, and with the PPFAC that Staff recommended for UNS Electric.

22

23 Q-

24

Have you examined the historical volatility of TEP's expenses in each of the four

FERC accounts 501, 547, 555 and565?

25 Yes. The following summary of annual expenses in each of these four accounts for 2003

26

A.

A.

through 2006 was compiled from FERC Form 1 information:



Account 2003 2004 2005 2006
501 $219,284,301 $227,144,115 $241 ,165,407 $251 ,910,969
547 $4,810,293 $3,401 ,823 $4,393,981 $26,864,966
555 $65,505,690 $76,842,075 $147,250,583 $177,346,694
565 $1 ,987,918 $2,033,776 $2,817,254 $4,771,518

TOTAL $291 ,588,202 $309 ,421 ,789 $395,627,225 $460,894,147

501 $7,859,814 $14,021 ,292 $10,745,562
547 ($1 ,408,470) $992,158 $22,470,985
555 $11 ,336,385 $70,408,508 $30,096,111
565 $45,858 $783,478 $1 ,954,264

TOTAl.S $17,833,587 $86,205,436 $65,266,922

501 3.6% 6.2% 4.5%
547 -29.3% 29.2% 511.4%
555 17.3% 91 .6% 20.4%
565 2.3% 385% 69.4%

TOTALS 6.1% 27.9% 16.5%
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1
TEP's Recorded Expenses in FERC Accounts 501, 547, 555 AND 565
For PPFAC Mechanism

Source for expense account information: TEP FERC Form 1

Annual Change ($)

Annual Change %

2

3

4

5

6

This information suggests that historically TEP's fuel and purchased power expense in

these accounts are material to the Company's operations, but has experienced volatility.

TEP's fuel costs for steam generation (Account 501) have not been particularly volatile.

The historical lack of volatility is attributable to TEP's ownership of substantial base-load,

7 coal-Bred generating resources.

8

9

10

11

12

Going fowvard, TEP's purchased power costs (Account 555) and its costs of odder

generation (Account 547) are likely to be subject to volatility. Fluctuations in the cost of

natural gas, and natural gas fired generation could also provide opportunities for TEP to

make off-system sales.

13



Account 2003 2004 2005 2006

557 $0 $0 $19,540 $7,422
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l Q.

2

Please discuss TEP's proposal to include expenses recorded in Account 557, such as

broker fees, in the PPFAC.

3

4

5

6

7

Staff opposes TEP's proposal to include expenses recorded in Account 557 in the PPFAC .

Such costs are not material and can be treated as a normalized O&M expense in base rates.

Moreover, Staff opposed including brokers fees in the PPFAC being developed for TEP's

affiliate, UNSE, in the recent UNSE rate case. Finally, in Decision No. 69663, the

Commission determined that broker fees should not be included in the APS PSA.

8

9 Q- Why were broker's fees not allowed to be included in the APS PSA?

10

11

12

Decision No. 69663 states at page 107 that: "APS has not demonstrated any reason why

we should change the costs that are allowed to be recovered in the adjustor, and we find

that the level of broker fees that APS will collect in its base rates is reasonable.

13

14

15

Accordingly, the broker fees in excess of the level already included in base rates will not

How through to the adjustor." Footnote 61 on page 107 of Decision No. 69663 noted that:

"Staff continues to believe that broker fees are not allowable PSA costs."

16

17 Q,

18

19

20

21

22

Has TEP incurred expense in Account 557, Other Expense?

Yes. Account 557 is the account listed in TEP's proposed PPFAC in which TEP would

apparently record brokers fees. Mr. Hutchens' Exhibit DGH-10, at page ll, lists Account

557 "Broker Fees" as one of the Company's proposed PPFAC allowable accounts. The

following table presents the amount TEP has recorded in Account 557 in each of the four

years through 2006:

'33

Account 557 Other Expense

A.

A.

A.

Source for expense account information: TEP FERC Form 1



13

11

10

12

9

4

8

7

2

5

6

3

1

Q-

Q-
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Does Staff have any other concerns about TEP's proposal to include Account 557 in

the PPFAC?

Decision No. 69663 in the APS rate case, that brokers fees and odder expense recorded by

the utility in Account 557 be excluded from the PPFAC.

TEP's base rates in this proceeding.

recommendations in the APS and UNSE rate cases, and consistent with the Comlnission's

How does Staff propose to treat expenses recorded by TEP in Account 557?

Staff proposes to include a normalized level of the expense in Account 557 in establishing

As can be seen from the table, this expense is relatively small compared to TEP's fuel and

purchased power costs in accounts 501, 547, 555, and 565, which, as shown above, have

run from $292 million to $461 million per year.

Staff recommends, consistent with Staffs

14 Yes. Mr. Hutchens' exhibit DGH-8 shows how TEP proposes to calculate the Base Cost

15

16

17

18

19

of Fuel and Purchased Power. Notably, TEP has not included any expense in Account 557

in its proposed derivation of the Base Cost of Fuel and Purchased Power. Consequently, if

expenses in Account 557 hereto be included in the PPFAC, but have not been included in

the Base Cost of Fuel and Purchased Power, (and have been included as an operating

expense in setting TEP's base rates), this could allow TEP to double-recover such

20 expenses.

21

22 Q-

23

Has TEP provided potentially conflicting information which suggests that TEP has

been recording broker fees in an account other thanAccount 557?

24 Yes. TEP's response to Staff data request LA 19.7(a) states that: "All broker fees

25 referenced in response to LA-11-32 are accounted for by TEP as a contra-revenue in

A.

A.

A.

I'll we
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l FERC Account 447, Sales for Resale." Additionally, TEP's response to LA l9.7(b) states

that:2

3

4
5
6
7
8
9

10
1]

None of the broker fees have been included in 2006 operating expenses.
All of those fees have historically been accounted for by TEP in Account
447. TEP is requesting in this rate case that those fees continue to be
aceountedfor in this manner thereby running through the PPFAC. In the
event that these fees are not included in the PPRLIQ an aihustment must be
made to increase the test year operating expenses by the $77,272.50
incurred in that year (please see LA-I I-32).

12. Q- How does TEP's response to Staff data request LA 19.7, quoted above, affect Staff's

recommendation concerning whether expenses in Account 557 should be included in13

14 the PPFAC?

15

16

17

18

19

20

21

It doesn't. Staff recommends that expenses in Account 557 not be included in the PPFAC.

TEP's response to LA 19.7 states that TEP has been recording broker fees in Account 447,

Sales for Resale. As described elsewhere in my testimony, Staff proposes to include a

normalized amount of the net margin on Short Term Sales for Resale in base rates, and

fluctuations above or below the level reflected in base rates would be included in the

PPFAC. Consequently, to the extent. that TEP has charged broker fees against the

revenues in Account 447 that are being included in the PPFAC, the impact of those broker

fees would also be considered in the PPFAC.22

23

24 Q.

25

Should the PPFAC be limited to expenses that are recorded in FERC accounts 501,

547, 555 and 565 and prudent hedgingcosts?

26~

27

28

29

A.

A. Yes. This is consistent with Staff's recommendation for UNS Electric and consistent with

the PSA for APS that was recommended by Staff, and appears to be consistent with the

PSA for APS that was approved by the Commission. The FERC Accounts 501, 547, 555

and 565 that should be included in the PPFAC for UNS Electric are basically the same
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1 accounts that the Plan of Administration included for recovery by APS under the APS

psA.152

3

4 Q.

5

Please discuss TEP's proposal for including the "credit costs necessary to support

fuel and purchased power contracts" in the PPFAC.

6

8

9

10

11

12

13

14

15

16

17

18

19

20

TEP's witness on this, Mr. Hutchens, does not provide much detail concerning this

proposal in his Direct Testimony. In the recent rate case of TEP's affiliate, UNS Electric,

concerning a similar proposal, UNSE's witness on the subject, Mr. DeConcini, stated at

pages 17-18 of his Direct Testimony in that case that: "Prepayments, cash escrow

accounts, standby letters of credit and parental guarantees are all common forms of credit

support" in the wholesale markets for fuel and purchased power, and that TEP wants to

include in the PPFAC "the costs associated with standby letters of credit, prepayments,

cash escrow accounts and parent guarantees." UNSE had proposed to charge to the

PPFAC bank balance a cost for standby letters of credit at an annualized cost equal to 1.0

percent of the face amount issued. UNSE also proposed to charge the PPFAC bank

balance for prepayments and cash escrow accounts at TEP's cost of short term borrowing.

Additionally, UNSE had proposed to charge to the PPFAC bank balance for parental

guarantees "at the same rate charged to UNSE for letters of credit issued under the

UNSE's credit facility." Staff found that similar proposal by UNSE to be unacceptable in

the recent UNSE rate case, and recommended that UNSE's similar proposal be rejected.

21

v

7

A.

15 Page 15 of the APS Plan of Administration listed the accounts included for the APS PSA as these four FERC
accounts, and, for APS, also Account 518, Nuclear Fuel. TEP does not have any nuclear generation and does not
record expense in Account 5 lb.
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1 Q-

2

Please discuss TEP's proposal to include "any and all federal and/or state coal and

carbon taxes applied to TEP's generation or fuel and purchased power contracts" in

3 the PPFAC.

4

5

6

7

8
4

9

10

11

12

13

14

15

16

Staff recommends that this TEP proposal be rejected. First, such costs are not known.

The Company could not even provide estimates, claiming in the response to data request

LA 11.35 that such costs were unpredictable and would require speculation: "TEP

believes that any estimate of coal and carbon taxes at this time is purely speculative, and

therefore, cannot provide an estimate." Second, if a carbon tax or system of CON

regulation (e.g., such as "cap and trade") is imposed, it could affect all Arizona electric

utilities, not just TEP. Consequently, once the framework for CON regulation becomes

known, the Commission may want to have a generic proceeding to address the impacts tor

all of the affected electric utilities in the state. Third, if such a change occurs, Staff

believes that the impact of such costs should be reviewed in a proceeding that allows for a

thorough investigation. The relatively short time Name provided for the review of a

PPFAC filing by TEP may not be adequate to address a major change, such as the

imposition of carbon taxes or CON regulation.

17

18 Q-

19

What avenue would be available to the Company to recover such future costs related

to a carbon tax or CON regulation if they are not included in the PPFAC?

20

21

22

If such costs, along with the fluctuations in all of TEP's other non-PPFAC includable

costs become significant, the Company could request recovery in base rates. Basically,

they would be treated as any other utility operating expenses that fluctuate between rate

23 cases. Alternatively, as noted above, once the framework for CON regulation becomes

24

25

known, the Commission may want to have a generic proceeding to address the impacts for

all of the affected electric utilities in the state.

26

A.

A.
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1 Q- Please discuss the inclusion of prudently incurred hedging costs in the PPFAC.

2

3

4

5

6

7

Page 15 of the Staff proposed Plan of Administration for the APS PSA specifies that:

"Additionally, die prudent direct costs of contracts used for hedging system fuel and

purchased power will be recovered under the PSA." I believe that allowing TEP to

recover prudent direct costs of contracts it uses for hedging system fuel and purchased

power under its PPFAC would also be appropriate. TEP's actual hedging costs, like its

power costs, should, of course, be subject to review for prudence and reasonableness.

8

9 Q-

10

11

Does Staff agree with TEP's proposal to include a broad category of "Other

Allowable Costs," including any coal and carbon taxes, credit costs, legal fees, and

amortized natural gas and electric interconnection fees, in the PPFAC?

12 No.. TEP has not demonstrated that inclusion of such costs in a PPFAC mechanism is

13

14

15

16

17

18

19

20

reasonable or appropriate, is a common practice in the electric utility industry, or that such

costs would be appropriately recorded in one of the FERC accounts that the Company

proposes as the basis for its PPFAC. Prepayments and the cash working capital

requirement associated with fuel and purchased power are reflected in the determination

of base rates as a component of the utility's rate base. The cost of financing rate base

components is reflected in the determination of the utility's base rate revenue requirement.

Staff recommends dirt TEP's proposal for including such credit costs associated with fuel

and purchased power procurement in the PPFAC be rejected.

21

22

23 I'€8?1dI

24

25

A.

A.

As shown on Attachment RCS-4, under item 9-B, "Other Allowable Costs," I have revised

this provision of the Plan of Administration accordingly to "None without pre-

approval from the Commission in an Order." Moreover, Staff recommends that no such

"Other Allowable Costs" be approved at this time for TEP .

26
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l Credits to PPFAC Costs

2 Q-

3

4

5

6

7

8

9

How does TEP propose to treat off-system sales in its PPFAC?

As described in Mr. Hutchens' testimony on pages 39-40, TEP proposes to credit 90

percent of short-term off-system sales revenues to the PPFAC bank. At page 40 of his

testimony, Mr. Hutchens states that: "By allowing TEP to keep a portion of the short-term

sales revenue TEP will be adequately incentivized to optimize its excess resources in the

wholesale market. This allows TEP to share a small portion of the wholesale revenue in

order to appropriately align TEP and its customers' risks and rewards associated with

optimizing these sales for mutual benefit."

10

11 Q-

12

Does Staff agree that short-term off-system sales should be treated as a credit to fuel

and purchased power costs in the PPFAC?

13 Yes. However, the credit for such off-system sales should be based on a percentage of the

14

15

16

margin (revenue less cost of such sales), not on the revenue. Crediting ratepayers with

something less than 100 percent of the revenue, while charging ratepayers with 100

percent of the cost, would not be equitable or appropriate.

17

18

19

20

21

In part because of the difficulties TEP has cited in determining the margins related to such

sales, Staff proposes that the credit against fuel costs be based upon 100 percent of the

revenues (hence margins) realized on off-system sales, rather than 90 percent of the

revenues proposed by TEP .

22

23

24

25

26

A.

A.

2.

Additionally, Staff recommends that a nonnalized level of sho1t~term off~system sales

margins be reflected in the determination of TEP's adjusted net operating income. The

PPFAC would then adjust for the impact of fluctuations above or below the amount of

such margins that were reflected in determining TEP's base rates.
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1 Q. Did Staff review TEP's Wholesale Trading organization and activity?

2

3

4

Yes. Staffs review of TEP's Wholesale Trading organization and activity is described in

the testimony of Emily Medine of Energy Ventures Analysis, Inc. ("EVA"). As described

in that testimony, TEP's Wholesale Trading activities differ from the short-term off-

5 Consequently, a

6

system sales, and present different risks to TEP and its ratepayers.

somewhat different ratemaking treatment is appropriate.

7

8 Q-

9

Should a portion of the net positive margins realized by TEP on such Wholesale

Trading activities be credited against PPFAC-includable costs?

10 Yes. Staff recommends that 10 percent of the net positive margins realized by TEP on

11 such Wholesale Trading activities be credited against PPFAC-includabie costs.

12

13 Q.

14

Please explain why 10 percent of the positive net margins realized by TEP on

wholesale trading should be credited against PPFAC costs.

15

16

17

18

19

20

21

Similar to the short-term off-system sales, this would help align the interests of TEP and

ratepayers. Moreover, such margins are Volatile from year-to-year, and can be substantial.

Additionally, ratepayers are paying for the personnel and overhead costs associated with

TEP's wholesale trading activities. Consequently, crediting the margins realized by such

activity against PPFAC costs is appropriate. Allowing TEP's ratepayers to share a small

portion of the net positive Wholesale Trading margins is intended to appropriately align

TEP and its customers' risks and rewards associated with optimizing such sales for mutual

22 benefit.

23

A.

A.

A.
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l Q-

2

3

4

5

6

7

8

9

10

11

12

13

Why should only a portion of the net positive margins realized by TEP on such

Wholesale Trading activities be credited against PPFAC-includable costs?

This is necessary to provide a benefit to ratepayers from TEP's Wholesale Trading

activities, and to limit ratepayer risk. As noted elsewhere, the personnel costs and

overhead costs related to TEP's Wholesale Trading organization are being borne in large

part by TEP's regulated utility operations. Because of this, ratepayers should receive

some benefit from the activities conducted by the TEP personnel whose labor costs and

overheads they are bearing. As explained in Ms. Medine's testimony, TEP's Wholesale

Trading activities primarily benefit TEP shareholders and such activities carry risks

beyond those associated with providing regulated retail electric service. Presumably,

TEP's Wholesale Trading activity could even result in a net loss. To protect TEP's retail

ratepayers ham such potential losses, the 10 percent sharing of margins should occur only

in years when TEP shows a net positive margin from such Wholesale Trading activities.

14

15 Q-

16

Based on TEP's adjusted 2006 test year presentation, approximately what benefit

would ratepayers receive under this proposal?

17

18

19

20

21

Based on TEP's 2006 test year presentation, specifically TEP NOI Adjustment 8, TEP has

proposed to increase test year operating expenses by $1.719 million (net of related

revenue) to exclude the revenue and expense related to Wholesale Trading activity.

Allocating 10 percent of the positive margin achieved by TEP on Wholesale Trading

activity would thus produce a benefit to ratepayers of approximately $171,900.

22

23 Q- Does Staff propose any other credits against PFFAC costs?

24

25

Yes. Staff recommends that the margins realized by TEP on the sale of S02 emission

allowances be credited against PPFAC costs.

26

A.

A.

A.
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l Q. What proceeds does TEP receive related to S02 emission allowances?

2 TEP receives sales proceeds from the Environmental Protection Agency ("EPA") for the

3 auction of SO; emission allowances. These proceeds are credited to FERC Account

4 411.8, Gain on Disposition ofAllowances.

5

6 Q- What ratemaking treatment do you recommend for proceeds related to SO; emission

7 allowances?

8 SO; allowances are directly related to the burning of coal at TEP's generating units

9 because SON is emitted as coal is burned. The EPA requires that each affected unit have

10 one SO; allowance for each ton of SON emitted each. year. Because the SO; emission

11 allowances are fuel-related, I recommend that the retail portion of any revenues received

12 by the Company as compensation for using those allowances in the production of energy

13 be credited to ratepayers through the PPFAC. The retail portion of proceeds received by

14 TEP for the EPA auction of allowances should also be credited to ratepayers through the

15 PPFAC. Additionally, should TEP sell allowances in the market in iilture periods, those

16 revenues should also be credited to ratepayers through the PPFAC .

17

18 Q. Why should proceeds for S02 emission allowancesales be included in the PPFAC?

19 The PPFAC is the appropriate mechanism to flow the proceeds from the EPA auction of

20 S02 emission allowances and SON adder revenues to ratepayers because it is the
J
J

21 mechanism used to recover net fuel and purchased energy expense. Since SO; emission

22 allowances are related to fuel, the retail portion of any proceeds received by TEP for sales

23

A.

A.

A.

associated with the use of those allowances should be flowed to ratepayers through the
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l PPFAC as an offset to fuel expense. Additionally, the margins that TEP realizes on the

7 sale of SO; emission allowances are material and can vary significantly from year to year.

3

4 Q-

5

Is it common for the margins realized on the sale of S02 allowances to be credited

against utility fuel costs in a fuel adjustment mechanism?

6

7

Yes. As described in the testimony of Staff witness Emily Medine, crediting fuel costs for

the margins realized by an electric utility on its sale of SON allowances in a fuel

8 adjustment mechanism is fairly common. Ms. Medina's testimony provides several

9 specific examples from recent cases, of where this has been required.

10

11 Q-

12

Are you aware of any other recent cases in which the net proceeds of a utility's S02

allowance sales were ordered to be credited against fuel costs in the utility's fuel

13 adjustment mechanism?

14 Yes. The Arkansas Public Service Commission ("APSC") in a recent rate case involving

15

16

17

Energy Arkansas, Inc. ("EAI") required EAI to credit the net proceeds of that utility's

SO; allowance sales against fuel costs in EATs Energy Cost Recovery Rider ("Rider

ECR'=).16

18

A.

A.

16 Docket No. 06-101-U, Order Nos. 10 and 16.
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1 Effective Date for PPFA C

2 Q- When does TEP propose that its PPFAC would become effective?

3

4

5

As described in Mr. Hutchens' testimony on pages 32-33, TEP proposes that its PPFAC

would go into effect in 2010. Specifically, TEP proposes having a 2010 PPFAC rate in

effect April 1, 201097

6

7 Q- Does Staff agree that a new PPFAC mechanism for TEP shouldbegin April 1, 2010?

8 No. Staff proposes that the new PPFAC for TEP should begin April 1, 2009. Moreover,

9

10

differences between actual and STEP-projected fuel and purchased power costs for the

period starting January 1, 2009, should be addressed in the true-up mechanism.

11

12 PPFAC Forward-Looking and True-Up Components

13 Q- Please discuss TEP's proposal for a forward component in the PPFAC.

14

15

TEP proposes to include a forward component and a true-up component in the PPFAC.

Staff agrees, conceptually, with the inclusion of these components in the PPFAC.

16

17 Q-

18

In the APS rate case, did Staff recommend a forward component. and a true-up

component for the APS PSA?

19 Yes. In the APS rate case, Staff recommended a Plan of Administration designed to

20

21

22

provide for due recovery of actual, prudently incurred fuel and purchased power costs,

based on three components: (l) a forward component (based on forecast fuel and

purchased power costs), (2) an historical component (which tracks the differences between

actual and recovered costs), and (3) a transition component (which provides for recovery

3.

A.

A.

4.

A.

A.

17 Per MI. Hutchens' testimony at page 32, TEP proposes to use its forecast of fuel and purchased power cost for
2009, to be updated by TEP later in this proceeding, as the basis for establishing the Base Cost of Fuel and Purchased
Power in 2009.
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l of balances arising under the provisions of the previous power supply recovery

2 mechanism) .

3

4 Q- Does TEP need a transition component?

5 No. Because TEP does not currently have a fuel adjustment mechanism, it does not need

6 a transition mechanism in its PPFAC.

7

8 Q, In the APS rate case, did the Commission approve a PSA with a forward component

9 and a true-up component?

10 Yes.

11

The PSA that the Commission approved for APS included both a forward

component and a true-up component, as had been recommended by Staff in that case.18

12

13 Carrying Costs on PPFAC bank balance

14 Q- Does Staff support recognition of carrying costs on the PPFAC bank balances?

15 Yes. Providing for carrying costs on deferred PPFAC bank balances prospectively would

16 be appropriate.

17

18 Q. What interest rate should be applied to the monthly PPFAC bank balance?

19

20

Staff recommends using an interest rate, based on the one-year Nominal Treasury

Constant Maturities rate contained in the Federal Reserve Statistical Release, H-15,

21 applied each month to the previous month's balance. This is essentially the same

22

23

24

recommendation for the carrying cost rate that Staff proposed in the APS PSA Plan of

Administration. The interest rate is adjusted annually on the first business day of the

calendar year in the same manner as the customer deposit rate.

A.

A.

5.

A.

A.

is As noted above in my testimony, the Commission's final determination of the APS PSA incorporated some
additional provisions that were not recommended by Staff, including a provision for 90/10 sharing and an annual
bandwidth provision of 4 mills per kph.
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1 Q.

2

3

4

5

How does the carrying cost rate Staff recommends compare with TEP's proposal"

As shown on Exhibit DGH-10 to Direct Testimony of TEP witness Hutchens, on page 1,

under item 2, "Definitions," TEP defines "Applicable Interest" for the PPFAC as being

"Based on one-year Nominal Treasury Constant Maturities rate contained in the Federal

Reserve Statistical Release H-l5." Thus, TEP appears to be in agreement with Staff on

6 this issue.

7

8 Filing and Reporting Requirements

9 Q- What kinds of filing and reporting should be required for TEP's new PPFAC

10 mechanism?

11

12

13

Staff recommends that filing and reporting be required for a new TEP PPFAC mechanism,

similar to those set forth in the APS PSA Plan of Administration, with such elements as

the annual reporting period and specific information to be filed being appropriately

tailored to tit TEP's situation.14

15

16

17 Q-

18

19

Whether Sharing and Cap Provisions Should be Imposed

What aspectsOf the PPFAC do you address in this section of your testimony?

I address whether other incentive provisions, such as a 90/10 sharing provision and an

annualcap, should be included in the PPFAC for TEP.

20

21 Q- The 90/10 sharing provision and the annual cap represented two areas of significant

differences in the PSA that Staff had recommended for APS and the PSA that the22

23 Commission ultimately adopted for APS, didn't they?

24

25

Yes, these areas were significant differences in the PSA proposed by Staff for APS and

the PSA approved by the Commission, which included a 90/10 sharing provision and a 4

A .

A.

6.

A.

A.

7.

l u al l lm I l ll l IIllIIuul ll 11111111111-11 I I ll ll I
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l

2

mill annual cap in the Commission-approved APS PSA, both items of which had not been

recommended by Staff in that proceeding.

3

4 Q- What reasons did the Commission state for maintaining a 90/10 sharing provision in

5 the APS PSA?

6

7

8

At page ill, Decision No. 69663 stated concerning the APS PSA that: "a prospective

adjustor should also contain a sharing provision to provide an incentive for the Company

to keep its fuel and purchased power costs as close to base rates as possible."

9

10 At pages 106-107 of Decision No. 69663, the Commission stated:

11

12

13

14

15

16

17

18

19

20

21

22

23

24

"We believe that maintaining an incentive mechanism with the opportunity
for some 'sharing' of the savings or costs of the purchased power and fuel
costs is appropriate. Although the 90/10 sNoring may be a 'blunt
instrument, ' apparently it did nit the mark and has worked to insure that
APS is diligent in its fuel procurement. [cite omitted] As pointed out by
RUCO, it is not a Penalty provision' but an incentive mechanism to align
APS' interest in acquiring fuel with the interests ofAPS' customers who
pay the costs that APS incurs. However, we do agree with APS'
recommendations to modqy which costs are subject to the sharing
requirement. We agree with APS that the fixed or demand element oflong-
term Purchase Power Agreements acquired through competitive
procurement and renewable energy purchases not otherwise recoverable
through the EPS/RES should be excludedffom the sharing requirement. "

25

26 Q- Does Staff recommend an APS-type 90/10 sharing provision in the TEP PPFAC?

27 No. Staff recognizes that such sharing mechanisms can provide an incentive to utilities in

28

29

procuring fuel and purchased power under the right circumstances. Also, Staff recognizes

that the circumstances are somewhat similar for TEP and APS. However, rather than

30

31

32

A.

A.

apply an APS-type 90/10 sharing provision in the TEP PPFAC, Staff has attempted to

develop other provisions of the PPFAC to provide appropriate incentives and to help align

the interests of TEP and ratepayers with respect To items included in the PPFAC. Staff
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1 believes this type of approach is preferable to the APS-type 90/10 sharing provision. One

2

3

4

of Staff' s primary concerns about an APS-type 90/10 sharing mechanism is that it tends to

function as a "blunt instrument" and may not be providing appropriate incentives. It could

even function to harm ratepayers under certain circumstances.

5

6 Q- Please describe some of the similarities between APS' and TEP's situation for fuel

7

8

and purchase power procurement that are believed to be significant with respect to

whether a 90/10 sharing mechanism should be imposed.

9

10

11

12

13

APS owns a substantial and diversified mix of generation resources, including base load

nuclear and coal units with relatively low and historically stable fuel costs. APS is also

subject to fuel cost volatility, primarily through its exposure to natural gas and purchased

power price fluctuations. Prior to its last rate case, APS had a PSA, but that PSA was

quite restrictive and contained certain provisions, such as caps, that were becoming

14 problematic.

15

16

17

18

Like APS, TEP also owns substantial generation, including base load coal units (but no

nuclear). TEP is also subject to fuel cost volatility, primarily through its exposure to

natural gas and purchased power price fluctuations. TEP does not currently have a

19 PPFAC. Several years ago, TEP did have a fuel adjustment mechanism, but it was

20 terminated because of misuse.

21

22

23

24

A.

Because of their generally similar situations with respect to fuel and purchased power

costs, one might expect that TEP would have a similar degree of influence and control

over its fuel and purchase power costs as APS may have over its power costs.
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1

2

3

It is probably also realistic to believe that TEP would anticipate a similar degree of power

cost price stability as APS would have, since TEP has base load coal generating units and

other generating assets.

4

5

6

7

However, while imposing the APS 90/10 sharing mechanism on the TEP PPFAC at this

time and under such circumstances might seem appropriate because of the similarities

between these electric utilities, Staff believes that this would be inadvisable and unfair to

8 TEP and its ratepayers for the reasons described below.

9

10 Q- Under what circumstances could a 90/10 sharing provision in a PPFAC be unfair to

11

12

13

14

15

ratepayers?

Under circumstances where power costs have decreased due to general power market

conditions, ratepayers would not receive the full amount of cost savings produced by such

market-related price declines. Depriving ratepayers of the full benefit of power cost

decreases that were outside of the control of the utility and occur due to general market

16 fluctuations seems unfair and inappropriate.

17

18 Q- Are there other reasons why Staff does not favor a sharing mechanism at this time

19 for TEP's PPFAC?

20 Yes. Staff believes that an effective incentive would by definition be something that

21

22

23

would motivate the utility to do something that it would not otherwise do, or to do

something better. Staff does not believe that a 90/10 sharing provision would necessarily

have that result for TEP. Given TEP's situation, a 90/10 sharing mechanism would not

24

25

26

A.

A.

necessarily improve the utility's fuel and purchase power procurement decisions. It could

even have a detrimental result on procurement decisions by emphasizing short-terrn price

stability over long-tenn lowest cost procurement.
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1

2

3

4

5

6

7

8

Moreover, creating a sharing provision that produces reward/penalty amounts that are not

directly related to the utility's power procurement efforts does not seem appropriate.

Because energy markets can be volatile and prices can change significantly, in TEP's

situation, sharing results could be produced through uncontrollable market fluctuations,

rather than as a direct result of utility fuel procurement decisions. Even if the Company

made fully prudent and well planned purchases, under a 90/10 sharing provision, the

volatility of energy markets that is beyond the Company's control could cause the

Company to absorb power cost increases or cause its customers to not fully receive cost

9 decreases.

10

11

12

13

14

15

16

Staff is concerned that including an APS-type 90./10 sharing provision for TEP's initial

PPFAC would not improve upon the incentive the Company already has to procure fuel

arid power at a reasonable cost, and could likely result in the seemingly unfair result of the

Company absorbing cost increases that are beyond its ability to control, or, conversely,

preventing ratepayers from fully receiving the benefits of power cost decreases that result

from energy market fluctuations, that are again, beyond the control or influence of TEP .

17

18

19

For the reasons described above, Staff does not favor incorporating an APS-like 90/10

sharing provision into the TEP PPFAC at this time.

20

21 Q.

22

If some type of sharing provision were to be incorporated into the TEP PPFAC,

should it apply to 23 fuel and purchased power costs?

23 No. As described above, Staff does not believe that a sharing provision should be

24 included in the TEP PPFAC at this time. However, if one were to be included, similar to

25

A.

the provisions in Decision No. 69663 for APS, it should not apply to the fixed or demand
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1 agreements acquired through competitive

2

elements of long-teml purchased power

procurement or to renewable energy purchases.

3

4 Q-

5

You have said that Staff does not favor including a sharing provision in the TEP

PPFAC at this time. Please explain the time element.

6

7

8

9

10

11

12

13

14

15

16

17

18

19

As described above, TEP's situation has a number of similarities to the APS situation.

Both APS and TEP own substantial and diversified generation, including substantial base

load generation and other types of generation. Although Staff does not recommend a

sharing provision for the TEP PPFAC at this time, it would probably be reasonable to

reconsider whether an appropriate sharing mechanism could be developed and applied to

the TEP PPFAC after a few years of experience have occurred with the new PPFAC and

the Company's procurement decisions under it. In general, Staff does not favor an APS-

type 90/10 sharing mechanism. However, this does not mean that some type of sharing

provision, tailored to providing an incentive toward improved fuel and purchased power

procurement decisions, should never be considered for the TEP PPFAC. Indeed, it might

be appropriate to impose a well-conceived incentive mechanism on TEP in the Euture after

a baseline has been established with this utility's power procurement. Potentially one or

two years of experience under the new PPFAC could be sufficient to provide a baseline

from which appropriate power procurement incentives could be developed.

20

21 Q- You also noted that one of the differences between what Staff had recommended and

22

23

what the Commission adopted for the APS PSA was a 4 mill annual cap. What did

Decision No. 69663 state with respect to the 4 mill annual cap that the Commission

24 imposed on the APS PSA?

25 Page 112 of Decision No. 69663 stated that:

26

A.

A.
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1
2
3
4
5
6
7
8
9

10

"APS proposed to mody§/ the PSA by eliminating the four mil cumulative
'lztime' cap on the Annual PSA Adjustor and replace it with a four mil
annual cap. Staff's proposal was to eliminate the cap entirely, The
Commission finds that the four mil cap should be an annual, not a lu'etime
cap. In other words, the PSA achustor rate could not increase, or decrease,
in any one year, more than four mills from the existing PSA achustor rate.
This level, combined with the higher base cost of fuel we are adopting in
this Order, and the other changes to the PSA as described above, will
significantly improve APS' cash flow, while at the same time protecting
ratepayers from potential large spikes in the PSA. "

11

12 Q. Please address whether a cap, such as the 4 mil annual cap, should be included in the

13 TEP PPFAC.

14

15

16

17

18

19

20

21

22

23

24

25

26

27

The purpose of an annual cap is to protect ratepayers from large spikes in the PPFAC, i.e.,

to help moderate a "rate shock" situation. In evaluating whether to impose an annual cap,

and the level of such cap, a balancing between (1) avoiding a "rate shock" situation and

(2) crea.ting large deferrals for unrecovered costs, must be considered. As proposed by

Staff, the new PPFAC would commence effective April 1, 2009.19 Currently, we have

information on what TEP forecasts its hied and purchase power costs to be for 2009.20 The

2009 fuel and purchased power cost projection TEP provided in response to Staff data

request LA 11.29 does not appear to represent a "rate shock" situation.21 TEP witness

Hutchens stated at page 32 of his direct testimony that TEP plans to update its 2009 fuel

and purchased power forecast, however, we have not seen TEP's update. Consequently

we do not know at this time if imposing a 4 mil annual cap would prevent TEP from

timely recovery of its fuel and purchased power costs in 2009 and beyond and result in

large deferrals. The purpose of a forward looking component in the PPFAC, as

recognized by the Commission in Decision No. 69663, is to make the recovery of the

A.

19 TEP proposes an effective date for its proposed new PPFAC of April 1, 2010.
20 Such information was provided in response to Staff data request LA 11.29.
21 Note, the "rate shock" issue should be evaluated with respect to the amount of total rate increase, including the
increase in TEP's base rates that results from the current rate case proceeding, as well as the projected impact of
potential PPFAC rate increases.



Direct Testimony of Ralph C. Smith
Docket No. E-01933A-07-0402 et al
Page 145

1

2

utility's power costs timelier, thereby improving the Company's cash How. An annual cap

set too low could defeat that objective.

3

4 Q- Does Staff recommend an annual cap for the TEP PPFAC?

5

6

7

No, not at this time. This issue will be re-evaluated by Staff if TEP provides updated fuel

and purchased power forecast information for 2009 or beyond which suggests that a cap

may be needed in order to prevent a "rate shock" situation.

8

9 Q-

10

11

Do you believe that the PPFAC proposedby Staff fairly balances the interests of the

utility and its ratepayers and provides adequate incentive to the company to seek the

most economicalsources of fuel and purchased power?

12 Yes. Under the PPFAC proposed by Staff, TEP does not receive any return on its

13

14

15

16

17

18

prudently incurred fuel and purchased power costs. Staff does not believe that TEP would

have anything to gain by not seeking out the most economical sources of fuel and

purchased power. Staff believes that its proposed PPFAC, which includes provisions for a

prudence review, provides TEP with adequate incentives to procure reliable sources of

fuel and energy at reasonable prices, and to hedge an appropriate amount of fuel and

purchased power to provide stability in price.

19

20 Requirement for Commission approval ofPPFAC rate changes

21 Q- Should there be a requirement for Commission approval of all PPFAC rate changes?

22 Yes. TEP's proposed PPFAC contains a provision in 1I5.E22 that: "Staff must review and

23

24

either approve, modify orderly TEP's request within 30 days." This provision should be

revised to require Commission approval of the PPFAC rate change. A11 PPFAC rate

25 changes should require Commission approval before being implemented. This

A.

A.

8.

A.

Hz See TEP witness Hutchins' Exhibit DGH-10, page 6, item E, Extraordinary Circumstances..
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1

2

requirement for Commission approval should include any PPFAC rate changes to address

extraordinary circumstances.

3

4

5

Summary ofPPFAC Recommendations

Please summarize your recommendations concerning' the development of a new

PPFAC mechanism for TEP.

Q-

6

7

8

9

10

11

12

g.. 13

14

15

16

The new PPFAC proposed by TEP contains objectionable features such as automatically

adjusting rates without Commission approval" and inclusion of costs that would more

appropriately be addressed in base rates24, as well as raising other concerns, and should

therefore be rej ected. A new PPFAC for TEP should be developed along the general lines

of the APS PSA Plan of Administration that Staff proposed for the Arizona Public Service

Company in Docket Nos. E-01345A-05-0816 et al, after appropriate adjustments to fit

TEP's circumstances. Staff recommends that such provisions include crediting against

PPFAC costs the following: (1) the margins on short-tenn sales for resale, (2) 10 percent

of the net positive margin realized by TEP on wholesale trading, and (3) the net proceeds

realized on the sale of S02 allowances. The amounts credited against other PPFAC costs

for these items would be measured based on the differences between the annual amounts17

18 and the amounts reflected in the determination of TEP's base rates. The new PPFAC for

19 TEP should become effective April 1, 2009. It should cover changes in fuel and

purchased power costs (PPFAC includable costs) from January 1, 2009 forward.20

21

22 Q. Does this conclude your Testimony?

23 Yes, it does.

A.

A.

23 See, e.g., TEP witness Hutchens' Exhibit DGH-10, page 6, item E, Extraordinary Circumstances.
z4 See, e.g., TEP witness Hutchens' Exhibit DGH-10, page 6, item 9-B, Other Allowable Costs, and item 9-A,
Account 557, Broker Fees.

t
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Project manager in Larkin & Associates' review, on behalf of the Georgia Commission Staff, of the budget
and planning activities of Georgia Power Company, supervised 13 professionals, coordinated over 200
interviews with Company budget center managers and executives, organized and edited voluminous audit
report, presented testimony before the Commission. Functional areas covered included fossil plant O&lvI,
headquarters and district operations, internal audit, legal, affiliated transactions, and responsibility
reporting. All of our findings and recommendations were accepted by the Conunission.

Accomplishments
Mr. Smith's professional credentials include being a Certified Financial PlannerTm professional, a licensed
Certified Public Accountant and attorney. He functions as project manager on consulting projects
involving utility regulation, regulatory policy and raternaking and utility management. His involvement in
public utility regulation has included project management and in-depth analyses of numerous issues
involving telephone, electric, gas, and water and sewer utilities.

Mr. Smith has performed work in the field of utility regulation on behalf of industry, PSC staffs, state
attorney generals, municipalities, and consumer groups concerning regulatory matters before regulatory
agencies in Alabama, Alaska, Arizona, Arkansas, California, Connecticut, Delaware, Florida, Georgia,
Hawaii, Illinois, Indiana, Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi, Missouri, New
Jersey, New York, Nevada, North Dakota, Ohio, Pennsylvania, South Carolina, South Dakota, Texas,
Washington, Washington, D.C., Canada, Federal Energy Regulatory Commission and various state and
federal courts of law. He has presented expert testimony in regulatory hearings on behalf ofuUlity
commission staffs and interveners on several occasions.

Key team member in the flnn's management audit of the Anchorage Water and Wastewater Utility on
behalf of the Alaska Commission Staff which assessed the effectiveness of the Utility's operations in
several areas, responsible for in-depth investigation and report writing in areas involving information
systems, finance and accounting, affiliated relationships and transactions, and use of outside contractors,
Testified before the Alaska Commission concerning certain areas of the audit report. AWWU concurred
with each of Mr. Smith's 40 plus recommendations for improvement.

QUALIFICATIONS OF RALPH c. SMITH
Attachment RCS-1

Co-consultant in the analysis of the issues surrounding gas transportation performed for the law fem of
Cravath, Swayne & Moore in conjunction with the case of Reynolds Metals Co. vs. the Columbia Gas
System, Inc., drafted in-depth report concerning the regulatory treatment at both state and federal levels of
issues such as flexible pricing and mandatory gas transportation.

Lead consultant and expert witness in the analysis of the rate increase request of the City of Austin -
Electric Utility on behalf of the residential consumers. Among the numerous raternaking issues addressed
was the economies of the Utility's employment of outside services, provided body written and oral
testimony outlining recommendations and their bases. Most of Mr. Smith's recommendations were adopted
by the City Council and Utility in a settlement.

Key team member performing an analysis of the rate stabilization plan submitted by the Soudiern Bell
Telephone & Telegraph Company to the Florida PSC, performed comprehensive analysis of the Company's
projections and budgets which were used as the basis for establishing rates.

Lead consultant in analyzing Southwestern Bell Telephone separations in Missouri, sponsored the complex
technical analysis and calculations upon which the fern's testimony in that case was based. He has also
assisted in analyzing changes in depreciation methodology for setting telephone rates.
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Lead consultant in the review et gas cost recovery reconciliation applications of Michigan Gas Utilities
Company, Michigan Consolidated Gas Company, and Consumers Power Company. Drafted
recommendations regarding the appropriate rate of interest to be applied to any over or under collections
and the proper procedures and allocation methodology to be used to distribute any refunds to customer
classes.

Lead consultant in the review of Consumers Power Company's gas cost recovery refund plan. Addressed
appropriate interest rate and compounding procedures and proper allocation methodology.

Project manager in the review of the request by Central Maine Power Company for an increase in rates.
The major area addressed was the propriety of the Company's ratemaking attrition adjustment in relation to
its corporate budgets and projections.

Project manager in an engagement designed to address the impacts of the Tax Reform Act of 1986 on gas
distribution utility operations of the Northern States Power Company. Analyzed the reduction in the
corporate tax rate, uncollectibles reserve, ACRS, unbilled revenues, customer advances, CIAC, and timing
of TRA-related impacts associated with the Company's tax liability.

Project manager and expert witness in the determination of the impacts of the Tax Reform Act of 1986 on
die operations of Connecticut Natural Gas Company on behalf of the Connecticut Department of Public
Utility Control - Prosecutorial Division, Connecticut Attorney General, and Connecticut Department of
Consumer Counsel.

Lead Consultant for The Minnesota Department of Public Service ("DPS") to review the Minnesota
Incentive Plan ("I_ncentive Plan") proposal presented by Northwester Bell Telephone Company ("NWB")
doing business as U S West Communications ("USWC"). Objective was to express an opinion as to
whether current rates addressed by the plan were appropriate from a Minnesota intrastate revenue
requirements and accounting perspective, and to assist in developing recommended modifications to
NWB's proposed Plan.

Performed a variety of analytical and review tasks related to our work effort on aNs project. Obtained and
reviewed data and performed other procedures as necessary (1) to obtain an understanding of the
Company's Incentive Plan filing package as it relates to rate base, operating income, revenue requirements,
and plan operation, and (2) to formulate an opinion concerning the reasonableness of current rates and of
amounts included within the Company's Incentive Plan filing. These procedures included requesting and
reviewing extensive discovery, visiting the Company's offices to review data, issuing follow-up
infonnation requests in many instances, telephone and on-site discussions with Company representatives,
and frequent discussions with counsel and DPS Staff assigned to the project.

Lead Consultant in the regulatory analysis of Jersey Central Power & Light Company for the Department
of the Public Advocate, Division of Rate Counsel. Tasks performed included on~site review and audit of
Company, identification and analysis of specific issues, preparation of data requests, testimony, and cross
examination questions, Testified in Hearings .

Assisted the NARUC Committee on Management Analysis
Management Audits .

with drafting the Consultant Standards for

If

Presented training seminars covering public utility accounting, tax reform, ratemaking, affiliated
transaction auditing, rate case management, and regulatory policy in Maine, Georgia, Kentucky, and
Pennsylvania. Seminars were presented to commission staffs and consumer interest groups.
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Previous Positions

With Larldn, Chapski and Co., the predecessor fem to Larkin 84 Associates, was involved primarily in
utility regulatory consulting, and also in tax planning and tax research for businesses and individuals, tax
return preparation and review, and independent audit, review and preparation of financial statements.

Installed computerized accounting system for a realty management fem.

Education

Bachelor of Science
1979.

in Administration in Accounting, with distinction, University of Michigan, Dearborn,

Master of Science in Taxation, Walsh College, Michigan, 1981. Master's thesis dealt with investment tax
credit and property tax on various assets.

Juris Doctor, cum laude, Wayne State University Law School, Detroit, Michigan, 1986. Recipient of
American Jurisprudence Award for academic excellence.

Continuing education required to maintain CPA license and CFP® certificate .

Passed all parts of CPA examination in first sitting, 1979. Received CPA certificate in 1981 and Certified
Financial Planning certificate in 1983. Admitted to Michigan and Federal bars in 1986.

Michigan Bar Association.

American Bar Association, sections on public utility law and taxation.
'~:

Partial list of utility cases participated in:

79-228-EL-FAC
79-231-EL-FAC
79-535-EL-AIR
80-235-EL-FAC
80-240-EL-FAC
U-1933*
U-6794
81-0035TP
81-0095TP
81-308-EL-EFC
810136-EU
GR-81-342
Tr-81-208
U-6949
8400
18328
18416
820100-EU
8624
8648
U-7236
U6633-R
U-6797-R

Cincinnati Gas & Electric Company (Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
East Ohio Gas Company (Ohio PUC)
Ohio Edison Company (Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
Tucson Electric Power Company (Arizona Corp. Commission)
Michigan Consolidated Gas Co. --16 Refunds (Michigan PSC)
Southern Bell Telephone Company (Florida PSC)
General Telephone Company of Florida (Florida PSC)
Dayton Power & Light Co.- Fuel Adjustment Clause (Ohio PUC)
Gulf Power Company (Florida PSC)
Northern States Power Co. -- E~002/Minnesota (Minnesota PUC)
Southwestern Bell Telephone Company (Missouri PSC))
Detroit Edison Company (Michigan PSC)
East Kentucky Power Cooperative, Inc. (Kentucky PSC)
Alabama Gas Corporation (Alabama PSC)
Alabama Power Company (Alabama PSC)
Florida Power Corporation (Florida PSC)
Kentucky Utilities (Kentucky PSC)
East Kentucky Power Cooperative, Inc. (Kentucky PSC)
Detroit Edison - Burlington Northern Refund (Michigan PSC)
Detroit Edison - MRCS Program (MichiganPSC)
Consumers Power Company -MRCS Program (Michigan PSC)

r\

Lu
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U-5510-R Consumers Power Company - Energy conservation Finance
Program (Michigan PSC)
South Carolina Electric & Gas Company (South Carolina PSC)
Generic Worldng Capital Hearing (Michigan PSC)
Westcoast Transmission Co., (National Energy Board of Canada)
Southern Bell Telephone & Telegraph Co. (Florida PSC)

82-240E
7350
RH-1-83
820294-TP
82-165-EL-EPC
(Subfile A)
82-168~EL-EFC
830012-EU
U-7065
8738
ER-83-206
U-4758
8836
8839
83-07~15
81-0485-WS
U-7650
83-662
U-7650
U-6488-R
U-15684
7395 & U-7397
820013-WS
U-7660
83-1039
U-7802
83-1226
830465-EI
U-7777
U~7779
U-7480-R
U-7488-R
U-7484-R
U-7550-R
U-7477-R**
18978
R-842583
R-842740
850050-EI
16091
19297
76-18788AA
&76-18793A.A

Toledo Edison Company(Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
Tampa Electric Company (Florida PSC)
The Detroit Edison Company - Fermi II (Michigan PSC)
Columbia Gas of Kentucky, Inc. (Kentucky PSC)
Arkansas Power & Light Company (Missouri PSC)
The Detroit Edison Company - Refunds (Michigan PSC)
Kentucky American Water Company (Kentucky PSC)
Western Kentucky Gas Company (Kentucky PSC)
Connecticut Light & Power Co. (Connecticut DPU)
Palm Coast Utility Corporation (Florida PSC)
Consumers Power Co. - Partial and lrmnediate (Michigan PSC)
Continental Telephone Company of California, (Nevada PSC)
Consumers Power Company - Final (Michigan PSC)
Detroit Edison Co., FAC & PIPAC Reconciliation (Michigan PSC)
Louisiana Power & Light Company (Louisiana PSC)
Campaign Ballot Proposals (Michigan PSC)
Seacoast Utilities (Florida PSC)
Detroit Edison Company (Michigan PSC)
CP National Corporation Q\levada PSC)
Michigan Gas Utilities Company (Michigan PSC)
Sierra Pacific Power Company (Nevada PSC)
Florida Power ac Light Company (Florida PSC)
Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company (Michigan PSC)
Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company - Gas (Michigan PSC)
Michigan Gas Utilities Company (Michigan PSC)
Detroit Edison Company (Michigan PSC)
Indiana & Michigan Electric Company (Michigan PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)
Duquesne Light Company (Pennsylvania PUC)
Pennsylvania Power Company (Pennsylvania PUC)
Tampa Electric Company (Florida PSC)
Louisiana Power & Light Company (Louisiana PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)

Detroit Edison - Refund - Appeal of U-4807 (Ingham
County, Michigan Circuit Court)

85-53476AA
& 85-534785AA Detroit Edison Refund - Appeal of U-4758

(Ingham County, Michigan Circuit Court)
Consumers Power Company - Gas Refunds (Michigan PSC)
United Telephone Company of Missouri (Missouri PSC)
Central Maine Power Company (Maine PSC)

U-8091/U-8239
TR-85-179**
85~212
ER-85646001
& ER-85647001
850782-EI & 850783-EI
R-860378

New England Power Company (FERC)
Florida Power & Light Company (Florida PSC)
Duquesne Light Company (Pennsylvania PUC)
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R-850267
851007-WU
& 840419-SU
G-002/GR~86-160
7195 (Interim)
87-01-03
87-01-02

Pennsylvania Power Company (Pennsylvania PUC)

R-860378
3673-
29484
U-8924
Docket No. 1
Docket E-2, Sub 527
870853
880069**
U-1954-88-102
T E-1032-88-102
89-0033
U-89-2688-T
R-891364
FC. 889
Case No. 88/546*

87-11628*

890319-EI
891345-EI
ER 8811 0912]
6531
R0901595
90-10
89-12-05
900329-WS
90-12-018
90-E-1185
R-911966
1.90-07-037, Phase II

U-1551-90-322
U-1656-91-14
U-2013-91-133
91-174***

U-1551-89-102
& U-1551-89-103
Docket No. 6998
TC-91 -040A and
TC-91-040B

9911030-WS &
911~67-WS
922180
7233 and 7243

Florida Cities Water Company (Florida PSC)
Northern States Power Company (Minnesota PSC)
Gulf States Utilities Company (Texas PUC)
Connecticut Natural Gas Company (Connecticut PUC))
Southern New England Telephone Company
(Connecticut Department of Public Utility Control)
Duquesne Light Company Surrebuttal (Pennsylvania PUC)
Georgia Power Company (Georgia PSC)
Long Island Lighting Co. (New York Dept. of Public Service)
Consumers Power Company - Gas (Michigan PSC)
Austin Electric Utility (City of Austin, Texas)
Carolina Power & Light Company (North Carolina PUC)
Pennsylvania Gas and Water Company (Pennsylvania PUC)
Southern Bell Telephone Company (Florida PSC)
Citizens Utilities Rural Company, Inc. & Citizens Utilities
Company, Kingman Telephone Division (Arizona CC)
Illinois Bell Telephone Company (Illinois CC)
Puget Sound Power & Light Company (Washington UTC))
Philadelphia Electric Company (Pennsylvania PUC)
Potomac Electric Power Company (District of Columbia PSC)
Niagara Mohawk Power Corporation, et al Plaintiffs, v.
Gulf+Western, Inc. et al, defendants (Supreme Court County of
Onondaga, State of New York)
Duquesne Light Company, et al, plaintiffs, against Gulf+
Western, Inc. et al, defendants (Court of the Common Pleas of
Allegheny County, Pennsylvania Civil Division)
Florida Power 8: Light Company (Florida PSC)
Gulf Power Company (Florida PSC)
Jersey Central Power & Light Company (BPU)
Hawaiian Electric Company (Hawaii PUCs)
Equitable Gas Company (Pennsylvania Consumer Counsel)
Artesian Water Company (Delaware PSC)
Southern New England Telephone Company (Connecticut PUC)
Southern States Utilities, Inc. (Florida PSC)
Southern California Edison Company (California PUC)
Long .Island Lighting Company (New York DPS)
Pennsylvania Gas & Water Company (Pennsylvania PUC)
(Investigation of OPEBs) Department of the Navy and all Other
Federal Executive Agencies (California PUC)
Southwest Gas Corporation (Arizona CC)
Sun City Water Company (Arizona RUCO)
Havasu Water Company (Arizona RUCO)
Central Maine Power Company (Department of the Navy and all
Other Federal Executive Agencies)
Southwest Gas Corporation - Rebuttal and PGA Audit (Arizona
Corporation Commission)
Hawaiian Electric Company (Hawaii PUC)
Intrastate Access Charge Methodology, Pool and Rates
Local Exchange Carriers Association and Soudi Dakota
Independent Telephone Coalition
General Development Utilities - Port Malabar and
West Coast Divisions (Florida PSC)
The Peoples Natural Gas Company (Pennsylvania PUC)
Hawaiian Nonpension Postretirement Benefits (Hawaiian PUC)
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92-09-19
E-1032-92-073
UE~92-1262
92-345
R-932667
U-93-60**
U-93-50**
U-93-64
7700
E-1032-93-111 &
U-1032-93-193
R-00932670
U-1514-93-169/
E-1032-93-169
7766
93-2006- GA-AIR*
94-E-0334
94-0270
94-0097
PU-314-94-688
94- 12-005-Phase I
R-953297
95-03-01
95-0342
94-996-EL-AIR
95-1000-E
Non-Docketed
Staff Investigation
E-1032-95-473
E-1032-95-433

R-00922314
& M-920313C006
R00922428
E-1032-92-083 &
U-1656-92-183

Metropolitan Edison Company (Pennsylvania PUC)
Pennsylvania American Water Company (Pennsylvania PUC)

GR-96-285
94-10~45
A.96-08-001 et al.

96-324
96~08-070, et al.

97-05-12
R-00973953

97-65

16705
E- 1072-97-067
Non-Docketed
Staff kxvestigation

Citizens Utilities Company, Agua Fria Water Division
(Arizona Corporation Commission)
Southern New England Telephone Company (Connecticut PUC)
Citizens Utilities Company (Electric Division), (Arizona CC)
Puget Sound Power and Light Company (Washington UTC))
Central Maine Power Company (Maine PUC)
Pennsylvania Gas ac Water Company (Pennsylvania PUC)
Matanuska Telephone Association, Inc. (Alaska PUC)
Anchorage Telephone Utility (Alaska PUC)
PTI Communications (Alaska PUC)
Hawaiian Electric Company, Inc. (Hawaii PUC)
Citizens Utilities Company - Gas Division
(Arizona Corporation Commission
Pennsylvania American Water Company (Pennsylvania PUC)
Sale of Assets CC&N from Contel of the West, Inc. to
Citizens Utilities Company (Arizona Corporation Commission)
Hawaiian Electric Company, Inc. (Hawaii PUC)
The East Ohio Gas Company (Ohio PUC)
Consolidated Edison Company (New York DPS)
Inter-State Water Company (Illinois Commerce Commission)
Citizens Utilities Company, Kauai Electric Division (Hawaii PUC)
Application for Transfer of Local Exchanges (North Dakota PSC)
Pacific Gas & Electric Company (California PUC)
UGI Utilities, Inc. - Gas Division (Pennsylvania PUC)
Southern New England Telephone Company (Connecticut PUC)
Consumer Illinois Water, Kankakee Water District (Illinois CC)
Ohio Power Company (Ohio PUC)
South Carolina Electric & Gas Company (South Carolina PSC)
Citizens Utility Company - Arizona Telephone Operations
(Arizona Corporation Commission)
Citizens Utility Co. - Northern Arizona Gas Division (Arizona CC)
Citizens Utility Co. Arizona Electric Division (Arizona CC)
Collaborative Ratemaking Process Columbia Gas of Pennsylvania
(Pennsylvania PUC) .
Missouri Gas Energy (Missouri PSC)
Southern New England Telephone Company (Connecticut PUC)
California Utilities' Applications to Identify Sunk Costs ofNon-
Nuclear Generation Assets, & Transition Costs for Electric Utility
Restructuring, & Consolidated Proceedings (California PUC)
Bell Atlantic - Delaware, Inc. (Delaware PSC)
Pacific Gas & Electric Co., Southern California Edison Co. and
San Diego Gas & Electric Company (California PUC)
Connecticut Light & Power (Connecticut PUC)
Application of PECO Energy Company for Approval of its
Restructuring Plan Under Section 2806 of the Public Utility Code
(Pennsylvania PUC)
Application of Delmarva Power &Light Co. for Application of a
Cost Accounting Manual and a Code of Conduct (Delaware PSC)
Energy Gulf States, Inc. (Cities Steering Committee)
Southwestern Telephone Co. (Arizona Corporation Commission)
Delaware - Estimate Impact of Universal Services Issues
(Delaware PSC)
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PU~314-97-12
97-0351
97-8001

US West Communications, Inc. Cost Studies (North Dakota PSC)
Consumer Illinois Water Company (Illinois CC)
Investigation of Issues to be Considered as a Result of Restructuring of Electric
Industry (Nevada PSC)
Generic Docket to Consider Competition in the Provision
of Retail Electric Service (Arizona Corporation Commission)

98-05-006-Phase I San Diego Gas & Electric Co., Section 386 costs (California PUC)
9355-U Georgia Power Company Rate Case (Georgia PUC)
97-12-020 - Phase I Pacific Gas & Electric Company (California PUC)
U-98-56, U-98-60, Investigation of 1998 Intrastate Access charge filings
U-98-65, U-98-67 (Alaska PUC)
(U-99-66, U-99-65, Investigation of 1999 Intrastate Access Charge filing
U-99-56, U-99~52) (Alaska PUC)
Phase II of97~SCCC-149-GIT

Southwestern Bell Telephone Company Cost Studies (Kansas CC)
PU-314-97-465 US West Universal Service Cost Model (North Dakota PSC)
Non-docketed Assistance Bell Atlantic - Delaware, Inc., Review of New Telecomm.

U-0000-94-165

Contract Dispute

Non-docketed Project
Non-docketed
Project
E-1032-95-417

T-1051B-99-0497

T-01051B-99-0105
A00-07-043
T-01051B-99-0499
99-419/420
PU314-99-119

98-0252

00- 108
U-00-28
Non-Docketed

00-11-038
00-11-056
00-10-028

98-479

99-457

99-582

99-03-04

and Tariff Filings (Delaware PSC)
City of Zealand, MI - Water Contract with the City of Holland, MI
(Before an arbitration panel)
City of Danville, IL - Valuation of Water System (Danville, IL)
Village of University Park, IL - Valuation of Water and
Sewer System (Village of University Park, Illinois)
Citizens Utility Co., Maricopa Water/Wastewater Companies
et al. (Arizona CorporatioN Commission)
Proposed Merger of die Parent Corporation of Qwest
Coxnniunications Corporation, LCI International Telecom Corp.,
and US West Communications, Inc. (Arizona CC)
US West Communications, Inc. Rate Case (Arizona CC)
Pacific Gas & Electric - 2001 Attrition (California PUC)
US West/Quest Broadband Asset Transfer (Arizona CC)
US West, Inc. Toll and Access Rebalancing (North Dakota PSC)
US West, Inc. Residential Rate Increase and Cost Study Review
(North Dakota PSC
Ameritech - Illinois, Review ofAlter'native Regulation Plan
(Illinois CUB)
Delmarva Billing System Investigation (Delaware PSC)
Matanuska Telephone Association (Alaska PUC)
Management Audit and Market Power Mitigation Analysis of the
Merged Gas System Operation of Pacific Enterprises and Enova
Corporation (California PUC)
Southern California Edison (California PUC)
Pacific Gas & Electric (California PUC)
The Utility Reform Network for Modification of Resolution E-
3527 (California PUC)
Delmarva Power & Light Application for Approval of its Electric
and Fuel Adjustments Costs (Delaware PSC)
Delaware Electric Cooperative Restructuring Filing (Delaware
PSC)
Delmarva Power & Light db Conectiv Power Delivery
Analysis of Code of Conduct and Cost Accounting Manual (Delaware PSC)
United Illuminating Company Recovery of Stranded Costs
(Connecticut OCC)
Connecticut Light & Power (Connecticut OCC)99-03-36

Civil Action No .
98-1117 West Penn Power Company vs. PA PUC (Pennsylvania PSC)
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Case No. 12604
Case No. 12613
41651
13605-U
14000-U
13196-U

Non-Docketed

Non-D ockete d

Application No.
99-01-016,

Upper Peninsula Power Company (Michigan AG)
Wisconsin Public Service Commission (Michigan AG)
Northern Indiana Public Service Co Overeamings investigation (Indiana UCC)
Savannah Electric & Power Company -- FCR (Georgia PSC)
Georgia Power Company Rate Case/lVI&S Review (Georgia PSC)
Savannah Electric & Power Company Natural Gas Procurement and Risk
Management/Hedging Proposal, Docket No. 13196-U (Georgia PSC)
Georgia Power Company & Savannah Electric & Power FPR
Company .Fuel Procurement Audit (Georgia PSC)
Transition Costs of Nevada Vertically Integrated Utilities (US Department of
Navy)
Post-Transition Ratemaking Mechanisms for the Electric Industry
Restructuring (US Department of Navy)

Phase I
99-02-05
01-05-19-RE03

G-01551A-00-0309

00-07-043

Connecticut Light 84 Power (Connecticut OCC)
Yankee Gas Service Application for a Rate Increase, Phase I-2002-IERM
(Connecticut OCC)
Southwest Gas Corporation, Application to amend its rate
Schedules (Arizona CC)
Pacific Gas & Electric Company Attrition & Application for a rate increase
(California PUC)

97-12-020
Phase II
01 - 10- 10
13711-U
02-001
02-BLVT-377-AUD
02-S&TT-390-AUD
01-SFLT-879-AUD

01-BSTT-878-AUD

Pacific Gas 8; Electric Company Rate Case (California PUC)
United Illuminating Company (Connecticut OCC)
Georgia Power FCR (Georgia PSC)
Verizon Delaware § 27l(Delaware DPA)
Blue Valley Telephone Company Audit/General Rate Investigation (Kansas CC)
S&T Telephone Cooperative Audit/General Rate Investigation (Kansas CC)
Sunflower Telephone Company Inc., Audit/General Rate Investigation
(Kansas CC)
Bluestem Telephone Company, Inc. Audit/General Rate Investigation
(Kansas CC)

p404, 407, 520, 413
426, 427, 430, 421/
CI-00-712

U-01-85

U-01-34

U-01-83

U-01-87

96~324, Phase II
03-WHST-503-AUD
04-GNBT~130-AUD
Docket 6914

Sherburne County Rural Telephone Company, db as Connections, Etc.
(Minnesota DOC)
ACS of Alaska, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of Anchorage, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS) .
ACS of Fairbanks, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of the Northland, db as Alaska Communications Systems (ACS), Rate
Case (Alaska Regulatory Commission PAS)
Verizon Delaware, Inc. UNE Rate Filing (Delaware PSC)
Wheat State Telephone Company (Kansas CC)
Golden Belt Telephone Association (Kansas CC)
Shoreham Telephone Company, Inc. (Vermont BPU)



Schedule Description Pages

Revenue Requirement Summary Schedules

A Calculation of Revenue Deficiency (Sufficiency) I

A-l Gross Revenue Conversion Factor 1

B (ACC) Adjusted Rate Base - ACC Jurisdictional 1

B.l (ACC Summa of Adjustments to Rate Base - ACC Jurisdictional l

B To) Adjusted Rate Base - Total Company 1

B.l TC) Summa of Adjustments to Rate Base - Total Company 1

C (ACC) Adjusted Net Operating Income - ACC Jurisdictional 1

C.l (ACC) Summa of Net Operating Income Adjustments ACC Jurisdictional 4

C (TC) Adjusted Net Operating Income - Total Company 1

C.l (TC) Summa of Net Operating Income Adjustments - Total Company 4

D Capital Structure and Cost Rates 1

Rate Base Adjustments

B-1 Plant Held For Future Use 1

B-2 Luna Plant Facili l
B-2.1 Luna Plant Facility Accumulated Deferred Income Taxes 1

B-3 "Implementation Cost Regulato Asset" l
B-4.1 Cash Working Capital - Lead/Lag Study 1

B-4.2 Fuel Inventor 1

B-5 Accumulated Depreciation & ADIT Related to Cost of Removal 1

B-6 Accumulated Depreciation & ADIT Related to Unauthorized Depreciation Rate Changes I

B-7 Miscellaneous Accumulated Deferred Income Taxes, Account 190 1

B-8 Other Deferred Credits l
B-9 Customer Care & Billing S tem Cost Allocated to Affiliates I

Net Operating Income Adjustments

C- I Springerville Unit No. l 1

C-2 Luna Plant Facility I

C-3 LunaPlant Facile Depreciation and Property Tax Expense 2

C-4 San Juan Coal Contract l
C-5 Bad Debt Expense I

C-6 Edison Electric Institute Dues 2

C-7 | _Incentive Com nation Expense 4

C-8 SupplementalExecutive Retirement Expense (SERP) l
C-9 Workers' Compensation Expense 1

C-10 Short Term Sales 1

C~ll Wholesale Trading Activity Margin Sharing 1

C-12 Gain on Sale of SON Emission Allowances I

C-13 Property Tax Expense 2

C-14 InterestS chronization 1

C-15 Adjustment to Depreciation Expense on Generation Assets 1

C-16 Customer Care & Bil l ing S tem (CC&B) 1

C-I7 Markup Above Cost for Charges from Affiliate, Southwest Energy Services 1

C-18 Adiustment to Normalize Charges lion Affiliate SES to TEP l
C-19 PPFAC Adjustment I

C-20 "Implementation Cost Regulato Asset" Expense 1

C-21 Legal Expense Related to Motion to Amend Decision No. 62103 1

C-22 Legal Expense Related to California Proceedings 1

C-23 Postage Expense 1

C-24 1West Connect Charges Related to Re oratory Asset l
|Total Pages, Including Content Listen 59

Tucson Electric Power Company
Docket No. E-01933A-07-0402

Attachment RCS-2
Staff Accounting Schedules

Accompanying the Direct Testimony of Ralph C. Smith
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Tucson Electric Power Company
Computation of Gross Revenue Conversion Factor
Cost of Service Methodology

Test Year Ended December 31, 2006

Notes and Source
Col.A: TEP Filing, Schedule C-3
Co1.B: Uncollectible rate revised per TEP's response to STF 1.85

Line
No.

3

4

5

6

1

Less: Uncollectible Revenue

Taxable kxcome as a Percent

Gross Revenue

Less: Federal and State Income Taxes

Change in Net Operating Income

Gross Revenue Conversion Factor

Description

Company
Proposed

(A)

0.31600"/0

100.00%

39.47%

99.68%

60.21%

1.6609

Docket No. E-01933A-07-0402
Schedule A-l
Page 1 of 1

Staff
Proposed

(B)

100.00000%

0.25006%

99.75%

39.50%

60,25%

1.6598

2

Components of Revenue Requirement Increase or (Decrease)
Amount

5,876
3,853

24
9,753

Net kmcoxne
Federal and State Income Taxes
Uncollectibles
Total Revenue kxcrease

s
s
s
$

Percent

60.25%

39.50%

0.25%

100.00%
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Tucson Electric Power Company

Adjusted Net Operating Income

ACC Jurisdictional

Cost of Service Methodology

Test Year Ended December 31 , 2006

(Thousand of Dollars)

Notes and Source
Col. A: TEP Schedule C-1 (Cost of Service)
Col. B: Staff Schedule C.l (ACC)

Line
No. Description

5

6

7

8

9

10

11

12

13 Net Operating Income

1

2

3

4

Operating Expenses

Fuel Expense

Purchased Power - Demand

Purchased Power - Energy

Other O&M Expenses

Depreciation & Amortization

Taxes Other Than Income Taxes

Income Taxes

Total Operating Expenses

Operating Revenues

Electric Retail Revenues

Sales for Resale

Other Operating Revenues

Total Operating Revenues

$

$

$

S

$

s

$

$

$

s

$

s

$

As Adjusted
by TEP

(A)

238,199
28,959
35,857

368,170
57,914
29,092

(32,286)
725,905

21,280
712,731

691,451

(13,173) $

Docket No. E-01933A-07-0402
Schedule C (ACC)
Page 1 of 1

$

s

$

$

$

$

$

$

$

$

$

$

Staff

Adjustments

(B)

(19,856)
(15,971)
(2,423)

(64,233)
2,016
(259)

50,524
(50,202)

25,431

75,633

25,431

$

$

$

$

$

$

$

$

$

S

$

s

$

As Adjusted
by Staff

(C)

218,343
12,988
33,434

303,937
59,930
28,833
18,238

675,703

691,451
25,431
21,280

738,162

62,459
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Tucson Electric Power Company

Adjusted Net Operating Income

Total Company

Cost of Service Methodology

Test Year Ended December 31, 2006

(Thousand of Dollars)

Docket No. E-01933A-07-0402

Schedule C (TC)

Page 1 of 1

Line

No. Description

As Adjusted
by TEP

(A)

Staff

Adjustments

(B)

As Adjusted
by Staff

(C)

1

2

3

4

S

$

$

$

$

$

$

s

25,431
$

s

$

S

691,451
83,833
34,542

809,826

Operating Revenues

Electric Retail Revenues

Sales for Resale

Other Operating Revenues

Total Operating Revenues

691,451

58,402

34,542

784,395 25,431

5

6

7

8

9

1 0

1 1

1 2

Operating Expenses

Fuel Expense

Purchased Power - Demand

Purchased Power - Energy

Other O&M Expenses

Depreciation & Amortization

Taxes Other Than Income Taxes

Income Taxes

Total Operating Expenses

$

$

S

s

$

$

s

$

265,955

30,634

40,035

315,103

82,440

35,831

(12,261)

757,737

$

s

s

$

$

$

$

$

(22,170)
(16,894)
(2,705)

(69,336)
2,182
(377)

53,674
(55,626)

S

$

s

$

$

s

S

s

243,785

13,740

37,330

245,767

84,622

35,454

41,413

702,111

13 Net Operating Income $ 26,658 $ 81,057 S 107,715

Notes and Source

Col. A: TEP Schedule C-1 (Cost of Service)

Col. B: Staff Schedule C.1 (TC)
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Tucson Electric Power Company
Capital Structure 8; Cost Rates
Cost of Service Methodology

Test Year Ended December 31, 2006

Line
No. Capita1 Source

1
2
3
4

10 Weighted Cost of Debt

11

12

13

5
6
7
8

9

TEP - Proposed
Short-Term Debt
Long-Term Debt
Common Stock Equity

Total Capital

ACC Staff - Proposed for OCRB
Short-Term Debt
Long-Term Debt
Common Stock Equity

Total Capital

Difference

s
$
$
s

Total
30,000

805,636
554,714

1,390,350

$
s
$
$

$
$
$
$

Supporting
OCRB

18,604
499,602
343,996
862,202

Capitalization
Amount Percent

805,636
659,157

1,464,793

Option 1
18,604

499,602
343,996
862,202

l 0.00%
55.00%
45.00%

100.00%

2.16%
57.94%
39.90%

100.00%

1.49%
40.06%
27.58%

Docket No. E-01933A-07-0402
Schedule D
Page 1 of 1

5.92%
6.40%

l0.250%

5.92%
6.40%

10.250%

Cost
Rate

5.92%
6.39%

10.75%

Weighted Avg.
Cost of Capital

-0.43%

0.00%
3.51%
4.84%
8.35%

0.13%
3.71%
4.09%
7.93%

3.84%

0.09%
2.56%
2.83%

14
s
$

384,926
1,247,128

30,86%
99.99%

0%  YH] 0.00%
548%15

ACC Staff - Proposed Cost of Capital for Fair Value RateBase -
Short-Term Debt $
Long-Term Debt $
Common Stock Equity $

Capital financing OCRB S
Appreciation above OCRB
not recognized on utility's books
Total capital supporting FVRB

16

17

18

Option 2
18,604

499,602
343,996
862,202

1.49%
40.06%
27.58%

5.92%
6.40%

10.25%

0.09%
2.56%
2.83%

19
$
s

384,926

1,247,128

30.86%
99.99%

1.25% [b] 0.39%
5.87%20

ACC Staff - Proposed Cost of Capital for Fair Value Rate Base
Short~Term Debt S
Long-Term Debt $
Common Stock Equity S

Capital financing OCRB $
Appreciation above OCRB
not recognized on utility's books
Total capital supportingFVRB

Notes and Source

Schedule A
Schedule A

Lines 11-15, Col.A:
21 Fair Value Rate Base $ 1,247,128
22 Original Cost Rate Base $ 862,202
23 Difference $ 384,926

Difference is appreciation of Fair Value over Original Cost that is not recognized on the utility/'s books.
The appreciation of Fair Value over Original Cost has not beenxecognized on the utility's books.
Such off-book appreciation has not been financed by debt or equity capital recorded on the utility's books.
The appreciation over Original Cost book value is therefore recognized for cost of capital
purposes at zero cost.
Per Staff witness David Parcell

[H]

[b]



Tucson Electric Power Company
Plant Held For Future Use

Docket No. E-01933A-07-0402
Schedule B- 1
Page 1 of 1

Test Year Ended December 31, 2006

Line
No. Description

Total
Company
Amount

ACC
Jurisdictional
Allocation

Factor

ACC
Jurisdictional

Amount Reference

1 Remove Plant Held For Future Use s (4,014,156) 0.000% s A

Notes and Source
A: Amount taken from TEP's 2007 Rev Req Model workpapers
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Tucson Electric Power Company

Luna Plant Facility Accumulated Deferred Income Taxes

Docket No. E-01933A-07-0402

Schedule B-2. 1

Page 1 of 1

Test Year Ended December 31, 2006

Line
No. Description Account Amount Reference

282 $ A
B

1

2

3

ADIT Related to Luna Plant Facility

ACC Jurisdictional Allocation Factor

ACC Jurisdictional Amount $

(382,415)
73.68%

(281,776)

Notes and Source

A: Amount taken firm TEP's response to RUCO 6.5

B: ACC jurisdictional allocation factor taken lion TEP's "2007 Rev Req Model" workpapers
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1

Edison Electric Institute
Schedule of Expenses by NARUC Category

For Core Dues Activities
For the Year Ended December 31, 2005

Docket NQ_ E-0I933A-07-0402

Schedule C-6

Page 2 of 2

NARUC Operating Expense Categorv

% of
Dues

Recommended
Disallowance

Legislative Advocacy 20.38% 20.38%

Legislative Policy Research 6.02%

Regulatory Advocacy 16.49% 16.49%

Regulatory Policy Research 13.99%

Advertising 1.67% 1.67%

Marketing 3.68% 3.68%

Utility Operations and Engineering 11.31%

Finance, Legal,Manningand CustomerService 18.75%

Public Relations 7.71% 7.71%

Total Expenses 100.00% 49.93%

*

Comments:

The above percentages represent expenses associated with

EEPs core dues activities, based on the operating expense

categories established by NARUC. Core expenses are those

expenses paid for by shareholder-owned electric utilities' dues

* The legislative advocacy percent will differ slightly for IRS

reporting requirements. For 2005, the lobbying % for IRS

reporting is 19.4%.

* Administrative expenses are includedin the percentages listed

above. Approximately 11% of EEl's core duesexpenses are

administrative.

*
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Tucson Electric Power Company, Inc.

Incentive Compensation

Docket No. E-01933A-07~0402

Schedule C-7

Page 2 off

Test Year Ended December 31, 2006

Line

No. Description

PEP Expense Normalization

2004 PEP Expense

2005 PEP Expense

2006 PEP Expense

Amount

1

2

3

4

5

6

Total

s 4,657,945

$ 2,440,563

$ 4,811,096

$ 11,909,604

3
$ 3,969,868

Normalized over 3 years
Normalized PEP expense before ratepayers/shareholders sharing

Taxes Other Than Income

2004 Payroll Taxes on PEP

2005 Payroll Taxes on PEP

2006 Payroll Taxes on PEP
Total

s

$

$

s

$

7

8

9

10

11

12

13
14

Normalized overt years

Payroll Taxes on Normalized PEP Expense

ACC Jurisdictional Allocation Factor*

ACC Jurisdictional Payroll Taxes on Normalized PEP Expense $

444,164

108,787

391,224

944,175

3

314,725

90.06%

283,426

$

$

$

15

16

17

18

19

Stock Based Compensation

Stock Units

Cash Dividend Equivalents on Stock Options

Total Stock Based Compensation

ACC Jurisdictional Allocation Factor*

ACC Jurisdictional Amount $

121,000
181,000
302,000
95.68%

289,000

Notes and Source

Amounts for PEP Expense and related payroll taxes firm TEP workpaper Bates No. TEP(0402)002096

Lines 15-16: Stock based compensation amounts taken firm TEP's response to LA-20~43. This response

indicated that Employee Stock Options and Performance Shares are awarded under the oFdcer's

long-term incentive compensation programs. Therefore, these amounts were already removed

as part of the long-term incentive compensation adjustment shown on page 4

1

* ACC jurisdictional allocation factors taken Rom TEP's "2007 Rev Req Model" workpapers
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Test Year EndedDecember 31, 2006

Tucson Electric Power Company, Inc.

Property Tax Expense . Supplemental Worksheet

Line

No .

23

24

25

26

27

16

17

18

19

20

21

22

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

Description

Uti l i ty Plant in Service

Total Net Plant in Service - Rate Base

Less: Non-taxable Licensed Transportation in Rate Base

Less: Land Cost & Land Rights of Way in Rate Bsae

Less: Environmental Property in Rate Base

Less: Net Book Value of Generation

Plus* Full Cash Value of Generation
Plus: Land FCV per Arizona Department of Revenue

Plus: Materials and Supplies in Rate Base

Plant in Service Full Cash Value

Allocation of General FCV to T&D

Adjusted Plant in Service Full Cash Value

Assessment Ratio*

Taxable Value

Average Tax Rate

Property Tax

Environmental Property in Rate Base

Statutory Full Cash Value Adjustment

Environmental Property in Rate Base

Assessment Ratio*

Taxable Value

Average Tax Rate

Property Tax

Total Arizona Property Taxes

Total New Mexico Property Taxes

Total Property Taxes

Test Year Property Tax Expense

Property Tax Expense Adjustment (see page 1)

s

$

$

s
s

S 4322635,872

23%

99,506,251

10.6563%

10,603,685$

S

$

$

s (442,58 I ,696)
s 432,635,872

s 442,581,696

$ 4322635,872

Generation

10,603,685

1,814,224

12,417,909

10.6563%

23%

$

50%

$

$

$

s 23,409,976

50%

$ 11,704,988

23%

2,692,147

1006563%

$ 286,883

$ 10,639,654

s (6,560,785)
$ (Z3,409,976)

s 157,910,002

$ 24,008,315

s 181,918,317

23%

$ 41,841,213

10.6563%

4,458,725s

$177,241,109

Transmission

4,745,608

251,313

4,996,921

$ 159,036,306

50%

$ 79,518,153

23%

18,289,175

10.6563%

1,948,949

s

s

$

$

$

s

$ (5,213,927)
$(159,036,306)

$ 2,181,970

$ 17,323,223

$ 374,656,960

s  64,286,647

3438,943,607

23%

$ 100,957,030

10.6563%

10,758,284

s 519,402,000

Distribution

12,707,233

12,707,233

Docket No. E-01933A-07-0402

Schedule C-13

Page 2 off

$

$

s

$

s

$

s

$

s 88,294,962

$ (88,294,962)

s

$

s 100,662,238

$ (12,064,536)

s (302,740)

General/

Intangible

10.6563%
_ s

l0.6563%

- s

23%

50%

23%

$ 242,304,494

s

s

s

s

$

s 1,053,497,796

$ 1,239,887,043

s (12,064,536)

$ (12,077,452)

s  (182,446,282)

$ (442,581,696)

s 432,635,872

$ 12,821,624

$ 17,323,223

$ 1,053,497,796

28,056,526

2,065,537

30,122,063

33,433,630

(3,311,567)

25,820,694

Total

2,235,832

Notes and Source

Amounts above taken from TEP's response to RUCO 6.2

$

$

Staffs adjustment above omits $19,438 of property tax expense related to Land Held For Future Use in Rate Base (calculated below) since TEP did not include
Plant Held For Future Use in Rate Base

28 Land Held For Future Use in Rate Base - Distribution
29 Assessment Ratio
30 Taxable Value
31 Average Tax Rate
32 Property Tax s

1,140,033

16%

182,405

l0.6563%

19,438

* 2009 Arizona Statutory Assessment Ratio 23%

s
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Tucson Electric Power Company Docket No. E-01933A-07-0402
Schedule C-15
Page 1 of IAdjustment to Depreciation Expense on Generation Assets

Tcsr Year Ended December 31 , 2006

Line

No. Description Reference

Total

Company

Amount

(A)

ACC

Junsdictional

Allocation

Factor

(B)

ACC

Jurisdiction al

Amount

(C )

l

I. Add Estimated Depreciation Expense for Inclusion of
Cost ofkemovnl in TEP's Depreciation Rates
Estimated additional depreciation expense in 2006
test year for cost of removal component of depreciation
rates Note A s 8,527,000 94.53% s 8,061,000

2

II. Estimated Impact from Understatement of
Accumulated Depreciation related to Generation Assets
Reduction to Depreciation Expense related to
Understatement of Accumulated Depreciation on
Generation Assets Note B s (6,7B6,000) 94.53% s (6v4\5v000l

3 No! adjustment to Annualized Depreciation Expense
on TEP's Generation Assets s 1,741,000 l _s l ,646,000

Notes and Source

A Company's response w Staff data request LA-22.24, 2006 amount

B Estimated Impact from Understatement of
Accumulated Depreciation related to Generation Assets
Adjustments to Accumulated Depreciation:

Weighted Avg
Remaining

Life in
Years
(E)

23.7844 Staff Sch B-5

Total

(D)
s (I 12,756,000)

Estimated

Impact on

Depreciation

Expense

(P)
s (4,741,000)

s
6
7
8

S\aifSch B-6
Staff Sch B~6
Staff Sch B-6

s
s
s

(59,519,3244
12v562,146

(46,957,l78)

1362
26.47

$ (2,520,000)
s 475,000
s (2,045,000)

Relaxed to cost of removal/FAS 143 implementation
Related to unauthorized depreciation rate changes

that TEP implemented, 2002 through2006
SteamProduction
Other Production
Subtotal
Total adjustments to Accumulated Depreciation related
ro unauthorized depreciation rate changes s (159,7\3.178) $ .6,7s6,000>

Determination of Weighted AvengeRemainingLife

Dcscripticm

12/31/2006

Plant

Investment

(G)

Portion of

Total

(H)

Remaining

Life:

In Years

(1)

Wcigmted
Average

Remaining Life

0 )I#

11.2
24.8

0.972

22.648

23.62

9
10
l l

Weighted Avciagc Remaining Life for Steam Production:
Local Sloan Production
Non-Local Steam Production
Sum, Local and Non-Local Steam Production

s 101,251,759
s 1,065,665,263
s 1,166,923,022 _

8.677330%

9 l .322670%
lOG.000000% no Ccll.E, Ls

8.178009%
86.0676X1%

5.754310%
l00.000000%

1 1 .2
24.8

26.47

0.916

21.345

I .523
23.784

12
13
14
15

Weighted AverageRemaining Life for Total Generation:
Local Steam Production
Non-Loca! Steam Production
Med Other Production
Total Local and Non»Local Gencmtion

s

s

s
s

101,257,759
1,065,665,263

71,248,211
1,238,171,233 to Col.E, IA

Col.B:

CoLG:

CDLI:

ACC jurisdictional allocation factor taken fromTEP's "2007 Rev Red Model" workpapers
TEP ExhibitKAK~l ,2007 Depreciation RateStudy, pages22 and 42
TEP Exhibit KAK-l , 2007 Depreciation Rate Study, StatementE, Proposed Parameters (al December 31, 2006), Remaining Life
Local andNon~Local Generation, pages32 and53, respectively
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FERC
ACCOUNT 2004 2005 2006 2007

0592 271.95 5,184.44 244,239.13 117,401.15
1Total 2005 thou September 2007 366,824.72

Number of months 33
Average monthly amount of as-needed SES services S 11,116
Normalized annual amount of as~needed SES services (000) s 133,000

IAdfustrnent to 2006 test year recorded (000) S (111,000)

FERC
ACCOUNT 2004 2005 2006 2007

0908 26,940.06 367,263.47 518,569.23 350,115.83
Number of months 9
Average monthly amount of as-needed SES services s 38,902
Normalized annual amount of as-needed SES services 000) $ 467,000
Adjustment to 2006 test year recorded (000) s 52,000

FERC
ACCOUNT 2004 2005 2006 2007

0923 20,372.32 98,149.24 198,058.74 103,107.01
Total 2005 through September 2007 399,314.99
Number of months 33
Average monthly amount of as-needed SES services $ 12,100
Normalized annual amount of as-needed SES services 000) s 145,000

IAdjustment to 2006 test year recorded (000) s (53,000)

Tucson Electric Power Company Docket No. E~01933A~0770402
Schedule C-18
Page 1 of 1Adjustment to Normalize Charge from Affiliate SES to TEP

Test Year Ended December 31 , 2006

Line
No. Account

Amount Less
SES Mark-Up
Above Cost

(B)

ACC
Jurisdictional

Factors*

(C )

ACC
Jurisdictional

Amount

(D)

1
2
3
4

Total
Amount

(A)
Adjustment to 2006 recorded amount to normalize charges from
affiliate SES to TEP

592
908
923

Total

s
s
s
s

(111,000)
(52,000)
(53,000)

(216,000)

$
s
s
$

(104,000)
(49,000)
(50,000)

(203,000)

100.00%
100.00%
61 .77%

s
$
$
$

(104,000)
(49,000)
(31,000)

(184,000)

Notes and Source
Column A amounts derived as follows from information provided in response to data requests STF 14-35 and LA-21 . 10

5
6
7
8
9
10

11
12
13
14
15

16
17
18
19
20
21

ColB: Less the 6.32% mark-up above cost removed in Staff Adjustment C-17
Mark-up 6.32% TEP's response to data request STF 14.37
1- mark-up 93.68%

* ACC jurisdictional allocation factors taken from TEP's "2007 Rev Red Model" workpapers
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4

Tucson Electric Power Company, Inc.

Legal Expense Related to Motion to Amend Decision No. 62103

Docket No. E-01933A-07-0402

Schedule C-21

Page 1 of 1

Test Year Ended December 31 , 2006

Line

No. Description

Total

Company

Amount

ACC

Jurisdictional

Amount Reference

1

2

3

Adjustment to O&M Related to Legal Expense

Adjustment to Taxes Other Than Income Related to Legal Expense
Total Adjustment to Legal Expense

s (478,957) $

$ (2,489). $
$ (481 ,447) s

(328,382)

(2,242)
(330,624)

A
A

Notes and Source

A: Amounts of legal expense related to TEP's Motion to Amend Decision No. 62103

taken from the Cornpanys response to LA-20-12

L
\

4

5

6

7

8

9
10

FERC

920
921

923

925

926

930
Total

Test Year

Amount

S 46,638

S 13,623

$ 383,076

$ 30

s 10,381

$ 25,209
s 478,957

ACC

Jurisdictional

Allocation

Factor

95.68%

95.68%

61.77%

95.68%

95.68%

95.68%

ACC

Jurisdictional

Amount

44,625

13,036

236,638

29

9,933

24, 121

328,382

$

$

$

$

$

$
$

11 408 $ 2,489 90.06% $ 2,242

* ACC jurisdictional allocation factor taken RomTEP's "2007 Rev Req Model" workpapers
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Tucson Electric Power Company, Inc.
Postage Expense

Docket No. E_01933A-07-0402
Schedule C-23
Page 1 of I

Test Year Ended December 31, 2006

Line
No. Description

Total
Company
Amount

ACC
Jurisdictional

Amount Reference

I

2

3

TEP Test Year O&M Postage Expense

Adjusted Test Year Postage Expense
Adj vestment to Test Year Postage Expense

s 1,309,238
$ 1,374,700
$ 65,462

$
s
$

1,304,953
1,370,201

65,248

A
A

LE -L1

Notes and Source
A: Amounts taken from TEP's responses to STF 1.86 and STF 1.118

v

FERC
Account

500
570
573
903
921
930

Test Year O&M

Postage Exp.

$ 14

$ 135

$ 58

$ 1,214,207

$ 94,808

s 15

$ 1,309,238

ACC
Jurisdictional

Allocation
Factor*
94.53%
000%
0.00%

100.00%
95.68%
95.68%

ACC
Jurisdictional

Amount
$ 14
$ _
$ _

$ 1,214,207
$ 90,717
$ 15
$ 1,304,953

Postage increase effective 5/14/07 (.41/.39)

$
1.05

1,374,700
1.05

s 1,370,201

* ACC jurisdictional allocation factors taken from TEP's "2007 Rev Req Model" workpapers
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R14-2-102. Treatment of depreciation
A. The following definitions shall apply in this Section unless the context otherwise requires:

1. "Accumulated depreciation" means the summation of the annual provision for depreciation from the time that
the asset is first devoted to public service.

2. "Cost of removal" means the cost of demolishing, dismantling, removing, tearing down, or abandoning of
physical assets, including the cost of transportation and handling incidental thereto.

3. "Depreciation" means an accounting process which will permit the recovery of the original cost of an asset less
its net salvage over the service life.

4. "Depreciation rate" means the percentage rate applied to the original cost of an asset to yield the annual
provision for depreciation.

5. "Net salvage" means the salvage value of property retired less the cost of removal.
6. "Original cost" means the cost of property at the time it was first devoted to public service.
7. "Property retired" means assets which have been removed, sold,abandoned, destroyed, or which for any cause

have been withdrawn from service and books of account.
8. "Salvage value" means the amount received for assets retired, less any expenses incurred in selling or preparing

the assets for sale, or if retained, the amount at which the material recoverable is chargeable to materials and
supplies, or other appropriate accounts.

9. "Service life" means the period between the date an asset is first devoted to public service and the date of its
retirement from service.

B. All public service corporations shall maintain adequate accounts and records related to depreciation practices,
subject to the following:
1. Annual depreciation accruals shall be recorded.
2. A separate reserve for each account or functional account shall be maintained.
3. The cost of depreciable plant adjusted for net salvage shall be distributed in a rational and systemic manner over

the estimated service life of such plant.
4. Public service corporations having less than $250,000 in annual revenue shall not be required to maintain

depreciation records by separate accounts but shall make annual composite accruals to accumulated
depreciation for total depreciable plant.

C. Requests for depreciation rate changes and methods for estimating depreciation rates shall be as follows:
l. If a public service corporation seeks a change in its depreciation rates, it shall submit a request for such as part

of a rate application in accordance with the requirements of Rl4~2-103 .
2. A public service corporation may propose any reasonable method for estimating service lives, salvage values,

and cost of removal. The method shall be fully described in a request to change depreciation rates.
3. Data and analyses supporting the change shall be submitted, including engineering data arid assessment of the

impact and appropriateness of the change for ratemaldng purposes.
4. Changed depreciation rates shall not become effective until the Commission authorizes such changes.

D. Upon the motion of any party or upon its ohm motion, the Commission may determine that good cause exists for
granting a waiver from one or more of die requirements of this Section.

Attachment RCS-3
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1. GENERAL DESCRIPTION

This document describes the plan for administering the Purchased Power and Fuel Adjustment
Clause ("PPFAC") the Arizona Corporation Commission ("Commission") approved for Tucson
Electric Power Company ("TEP") in Decision No. XXXXX [DATE] The PPFAC provides for
the recovery of Euel and purchased power costs from the date of that decision forward.

The PPFAC described in this Plan of Administration ("POA") uses a forward-looking estimate
of fuel and purchased power costs to set a rate that is then reconciled to actual costs experienced.
This POA describes the application of the PPFAC.

2. DEFINITIONS

Applicable Interest - Based on one-year Nominal Treasury Constant Maturities rate contained in
the Federal Reserve Statistical Release H-15. The interest rate is adjusted annually on the first
business day of the calendar year.

Base Cost of Fuel and Purchased Power - An amount generally expressed as a rate per kph,
which reflects the fuel and purchased power cost embedded in the base rates as approved by the
Commission in TEP's most recent rate case. The Base Cost of Fuel and Purchased Power
revenue is the approved rate per kph times the applicable sales volumes. Decision No. XXXXX
set the base cost at $X.XXXX per kph effective on [DATE].

Forward Component- An amount expressed as a rate per kph charge that is updated annually on
April l of each year and effective with the first billing cycle in April. The Forward Component
for the PPFAC Year will adjust for the difference between the forecasted fuel and purchased
power costs expressed as a rate per kph less the Base Cost of Fuel and Purchase Power
generally expressed as a rate per kph embedded in TEP's base rates. The result of this
calculation will equal the Fowvard Component, expressed as a rate per kph.

Forward Component Tracking Account - An account that records on a monthly basis TEP's
over/under-recovery of its actual costs of fuel and purchased power as compared to the actual
Base Cost of Fuel and Purchased Power revenue and Forward Component revenue, plus
Applicable Interest. The balance of this account as of the end of each PPFAC Year is, subj et to
periodic audit, reflected in the next True-Up Component calculation. TEP files the balances and
supporting details underlying this Account with the Commission on a monthly basis via a
monthly reporting requirement.

Mark-to-Market Accounting - Recording the value of qualifying commodity contracts to reflect
their current market value relative to their actual cost.

Native Load Energy Sales -- Retail Native Load Energy Sales and Wholesale Native Load
Energy Sales in the TEP control area for which TEP has a generation service obligation.

February 13, 2008 Page I
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PPFAC - The Purchased Power and Fuel Adjustment Clause approved by the Commission in
Decision No. XXXXX, which is a combination of two rate components that track changes in the
cost of obtaining power supplies based upon forward-looldng estimates of fuel and purchased
power costs that are eventually reconciled to actual costs experienced. This PPFAC also provides
for a reconciliation between actual and estimated costs of the last three months of estimated costs
used in True-Up Component calculations.

Tucson Electric Power Company
Docket no. E-01933A-07-0402

PPFAC Year - A consecutive 12-month period beginning each April 1 and lasting through March
31 the following year. The initial term of the PPFAC will begin on the effective date of the
Commission decision 'm this proceeding (Decision No. XXXXX) and end on March 31, 2009.
The first full year of the PPFAC will begin on April 1, 2009 and end on March 31, 2010. The
first True-Up will include costs and revenues from January l, 2009 through March 31, 2009.

Preference Power - Power allocated to TEP wholesale customers by federal power agencies such
as the Western Area Power Administration.

Fuel and Purchased Power Costs - The costs recorded for the fuel and purchased power used by
TEP to serve both Native Load Energy Sales and off-system sales, less the costs associated with
applicable special contracts and Mark~to-Market Accounting adjustments. Wheeling costs are
included. Broker's fees and other expenses TEP records in Account 557 are not included.

Off-System Sales Revenue - The revenue recorded from wholesale sales made to non-Native
Load customers, for the purpose of optimizing the TEP system, using TEP-owned or contracted
generation and purchased power, less Mark-to-Market Accounting adjustments.

Attachment RCS-4
Proposed Plan of Administration

Purchased Power & Fuel Adjustment Clause

Retail Native Load Energy Sales
customers that is served by TEP.

The portion of load from Native Load Energy Sales retail

SO; Allowance Sales .- The revenues and costs related to the sale of SO; emission allowances
recorded in Account 411.8, including Gain on SO? Allowance Sales, Auction Proceeds, and
Commissions Paid.

Wholesale Native Load Ever,<zv Sales - The portion of load from Native Load Energy Sales
wholesale customers (SRP, TOUA and NTUA) that is served by TEP, excluding the load served
with Preference Power.

True-Up Component - An amount expressed as a rate per kph charge that is updated annually
on April l of each year and effective with the first billing cycle in April. The purpose of this
charge is to provide for a true-up mechanism to reconcile any over or under-recovered amounts
from the preceding PPFAC Year tracing account balances to be refunded/collected from
customers in the coming year's PPFAC rate. The first True-Up will include costs and revenues
from January l, 2009 through March 31, 2009.

True-Up Component Tracking Account - An account that records on a monthly basis the account
balance to be collected or refunded via the True-Up Component rate as compared to the actual

February 13, 2008 Page 2
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True-Up Component revenues, plus Applicable Interest, the balance of which at the close of the
preceding PPFAC Year is, subject to periodic audit, then reflected in the next True-Up
Component calculation. TEP tiles the balances and supporting details underlying this Account
with the Commission on a monthly basis.

Wheeling Costs (FERC Account 565, Transmission of Electricity by Others) - Amounts payable
to others for the transmission of TEP's electricity over transmission facilities owned by others. i

PPFAC COMPUNENTS

The PPFAC Rate will consist of two components designed to provide for the recovery of actual,
prudently incurred fuel and purchased power costs. Those components are:

The Forward Component, which recovers or refunds differences between expected
PPFAC Year (each April 1 through March 31 period shall constihite a PPFAC
Year) fuel and purchased power costs and those embedded in base rates.

The True-Up Component, which tracks the differences between the PPFAC Year's
actual fuel and purchased power costs and those costs recovered through the
combination of base rates and the Forward'Component, and which provides for
their recovery during the next PPFAC Year.

The PPFAC Year begins on April 1 and ends the following March 31. The first 13111 PPFAC Year
in which the PPFAC rate shall apply will begin on April l, 2009 and end on March 31, 2010.
Succeeding PPFAC Years will begin on each April 1 thereafter.

For the period from when the Commission issued Decision No. XXXXX in this case -- until
April 1, 2009 - the Base Cost of Fuel and Purchased Power rate established in that decision will
be in effect. The first True-Up will include costs and revenues from January l, 2009 through
March 31, 2009.

On or before October 31 of each year, TEP will submit a PPFAC Rate filing, which shall include
a proposed calculation of the components for the PPFAC Rate. This tiling shall be accompanied
by supporting information as Staff determines to be required. TEP will supplement this filing
with True-Up Component tiling on or before February l in order to replace estimated balances
with actual balances, as explained below.

A. Forward Component Description

The Fowl/ard Component is intended to refund or recov'er the difference between: (1) the fuel and
purchased power costs embedded in base rates and (2) the forecasted fuel and purchased power
costs over a PPFAC Year that begins on April l and ends the following March 31. TEP will
submit, on or before October 31 of each year, a forecast for the upcoming PPFAC year (April l
through March 31) of its fuel and purchase power costs. It will also submit a forecast of kph
sales for the same PPFAC year, and divide the forecasted costs by the forecasted sales to produce

February 13,2008
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the cents per kph unit rate required to collect those costs over those sales. The result of
subtracting the Base Cost of Fuel and Purchased Power from this unit rate shall be the Forward
Component.

A11 revenues from short-term off-system sales will be credited against fuel and purchased power
costs. Ten percent of the net positive margins realized by TEP on its wholesale trading activities
will be credited against fuel and purchased power costs. The margins realized by TEP on SO;
Allowance Sales will be credited against fuel and purchased power costs.

TEP shall maintain and report monthly the balances in a Forward Component Tracldng Account,
which will record TEP's over/under-recovery of its actual costs of fuel and purchased power as
compared to the actual Base Cost of Fuel and Purchased Power revenue and Forward Component
revenue. This Account will operate on a PPFAC Year basis (i.e. April l to the following March
31), and its balances will be used to administer this PPFAC's True-Up Component, which is
described immediately below.

Should an unusual event occur causing a drastic change in forecasted fuel and energy prices -
such as a hurricane or other calamity - TEP has the discretion to apply for an adjustment to the
forward component. Such an adjustment would not be implemented unless approved by the
Commission.

B. True-Up Component Description

The True-Up Component in any current PPFAC Year is intended to refund or recover the
balance accumulated in the Fowvard Component Tracldng Account (described above) during the
previous PPFAC year. Also, any remaining balance from the True-Up Component Tracking
Account as of March 31 would roll over into the True-Up Component for the coming PPFAC
year starting April l.The sum of projected Forward Component Tracking Account and True-Up
Component Tracing Account balances on March 31 is divided by the forecasted PPFAC year
kph sales to determine the True-Up Component for the coming PPFACyear.

TEP shall maintain and report monthly the balances in a True-Up Component Tracking Account,
which will reflect monthly collections or refunds under the True-Up Component and the amounts
approved for use in calculating the True~Up Component.

Each annual TEP tiling on October 31 will include an accumulation of Forward Component
Tracldng Account balances and True-Up Component Tracldng Account balances for the
preceding April through September and an estimate of the balances for October through March
(the remaining six months of the current PPFAC Year). The TEP filing shall use these balances
to calculate a preliminary True-Up Component for the coming PPFAC Year. On or before
February 1, TEP will submit a supplemental tiling that recalculates the True-Up Component.
This recalculation shall replace estimated monthly balances with those actual monthly balances
that have become available since the October 31 filing.
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The October 31 filing's use of estimated balances for October through March (with supporting
workpapers) is required to allow the PPFAC review process to begin in a way that will support
its completion and a Commission decision before April l. The February l updating will allow for
the use of the most current balance information available before the PPFAC rate would go into
effect. In addition to the February l update filing, TEP monthly filings (for the months of
September through December) of Forward Component Tracldng Account balance information
and True-Up Component Tracldng Account balance information will include a recalculation
(replacing estimated balances with actual balances as they become known) of the prob acted True-
Up Component unit rate required for the next PPFAC Year.

The True-Up Component Tracldng Account will measure the changes each month in the True-
Up Component balance used to establish the current True-Up Component as a result of
collections under the True-Up Component in effect. It will subtract each month's Time-Up
Component collections from the True-Up Component balance. The True-Up Component
Account will also include Applicable Interest on any balances. TEP shall tile the amounts and
supporting calculations and workpapers for this account each month.

4. CALCULATION OFTIIE PPFACRATE

The PPFAC rate is the sum of the two components, i.e., Forward Component and True-Up
Component. The PPFAC rate shall be applied to customer bills. Unless the Commission has
othewvise acted on a new PPFAC rate by March 31, the proposed PPFAC rate (as amended by
the updated February 1 filing) shall go into effect on April 1. The PPFAC rate shall be applicable
to TEP's retail electric rate schedules (except those specifically exempted) and is adjusted
annually. The PPFAC Rate shall be applied to the customer's bill as a monthly kilowatt-hour
("kwh") charge that is the same for all customer classes.

The PPFAC rate shall be reset on April 1 of each year, and shall be effective with the first April
billing cycle only alter approval by the Commission. Iris not prorated. The first True-Up will
include costs and revenues from January l, 2009 through March 31, 2009.

5. FILING AND PROCED URAL DEADLINES

A. October 31 Filing

TEP shall file the PPFAC rate with all Component calculations for the PPFAC year beginning on
the next April 1, including all supporting data, with the Commission on or before October 31 of
each year. That calculation shall use a forecast of kph sales and of fuel and purchased power
costs for the coming calendar year, with all inputs and assumptions being the most current
available for the Forward Component. The filing will also include the True-Up Component
calculation for the year beginning on the next April l, with all supporting data. That calculation
will use die same forecast of sales used for the Forward Component calculation.
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B. Februarv 1 Filing

TEP will update the October 31 filing by February 1. This update will replace estimated Forward
Component Tracking Account balances, and the True-Up Component Tracking Account
balances, with actual balances and with more current estimates for those months (January,
February and March) for which actual data are not available. The new PPFAC rate will go into
effect on April l only after approval by the Commission.

C. Additional Filings

TEP will also file with the Commission any additional information that the Staff determines it
requires to verify the component calculations, account balances, and any other matter pertinent to
the PPFAC.
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D. Review Process

The Commission Staff and interested parties will have an opportunity to review the October 31
and February 1 forecast, balances, and supporting data on which the calculations of the two
PPFAC components have been based. Any objections to the October 31 calculations must be
filed within 45 days of the TEP filing. Any objections to the February 1 calculations must be
filed within 15 days of the TEP filing.

E. Extraordinarv Circumstances

Should an unusual event occur that causes a drastic change in forecasted fuel and energy prices -
such as a hurricane or other calamity .-. TEP will have the ability to request an adjustment to the
forward component reflecting such a change. The Commission may provide for the change over
such period as the Commission determines appropriate.

6. VEJUFICA TIONAND A UDIT

The amounts charged through the PPFAC will be subject to periodic audit to assure their
completeness and accuracy and to assure that all Mel and purchased power costs were incurred
reasonably and prudently. The Commission may, after notice and opportunity for hearing, make
such adjustments to existing balances or to already recovered amounts as it finds necessary to
correct any accounting or calculation errors or to address any costs found to be unreasonable or
imprudent. Such adjustments, with appropriate interest, shall be recovered or refunded in the
True-Up Component for the following year (i.e. starting the next April 1.)

7. SCHEDULES

Samples of the following schedules are attached to this Plan of Administration:

Schedule 1
Schedule 2
Schedule 3

Schedule 4
Schedule 5

PPFAC Rate Calculation Effective April l, 2009
PPFAC Forward Component Rate Calculation Effective April l, 2009
PPFAC Forward Component Tracking Account (in effect Month XX, 20XX -
March 31, 2010)
PPFAC True-Up Component Rate Calculation Effective Month XX, 20XX
PPFAC True~Up Component Tracking Account (in effect April l, 2009 .- March
31, 2010). The first True-Up will include costs and revenues from January l,
2009 through March 31, 2009.

8. COMPLIANCE REPURTS

TEP shall provide monthly reports to Staffs Compliance Section and to die Residential Utility
Consumer Office detailing all calculations related to the PPFAC. A TEP Officer shall certify
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under oath that all information provided in the reports itemized below is true and accurate to the
best of his or her information and belief. These monthly reports shall be due within 30 days of
the end of the reporting period.

The publicly available reports will include at a minimum:

l.  The PPFAC Rate Calculation (Schedule l) ,  Fowvard Component and True-Up
Component Calculations (Schedules 2 and 4), Annual Forward Component and,
True-Up Component Tracking Account Bala.nces (Schedules 3 and 5). Additional
information will provide other relative inputs and outputs such as:

a. Total power and heel costs.
b. Customer sales in both MWh and thousands of dollars by customer class .
c. Number of customers by customer class.
d. A detailed listing of all items excluded from the PPFAC calculations.
e. A detailed listing of any adjustments to the adjustor reports.
f. Total off-system sales revenues.
g. System losses in MW and Mwh.
h. Monthly maximum retail demand in MW.
i. SON allowance sales.

Identification of a contact person and phone number Nom TEP for questions.

Attachment RCS-4
Proposed Plan of Administration

Purchased Power & Fuel Adjustment Clause

TEP shall also provide to Commission Staff monthly reports containing the information listed
below. These reports shall be due within 30 days of the end of the reporting period. All of these
additional reports must be provided confidentially.

A. Information for each generating unit will include the following items :
1. Net generation, in MWh per month, and 12 months cumulatively.
2. Average heat rate, both monMlymd 12-month average.
3. Equivalent forced-outage rate, both monthly and 12-month average.
4. Outage information for each month including, but not limited to, event type,

sta1*t date and time, end date and time, and a description.
5. Total fuel costs per month.
6. The fuel cost per kph per month.

B. Information on power purchases will include the following items per seller
(information on economy interchange purchases may be aggregated) :

1. The quantity purchased in Mwh.
2. The demand purchased in MW to due extent specified in the contract.
3. The total cost for demand to the extent specified in the contract.
4. The total cost of energy.

Information on off-system sales will include the following items:
l. An itemization of off-system sales margins per buyer.
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2. Details on negative off-system sales margins.

D. Fuel purchase information shall include the following items:
1. Natural gas interstate pipeline costs, itemized by pipeline and by individual

cost components, such as reservation charge, usage, surcharges and fuel.
2. Natural gas commodity costs, categorized by short-term purchases (one month

or less) and longer term purchases, including price per therm, total cost,
supply basin, and volume by contract.

E. TEP will also provide:
1. Monthly projections for the next 12-month period showing estimated

(Over)/undercollected amounts.
2. A summary of unplanned outage costs by resource type.
3. The data necessary to an'ive at the System and Off-System Book Fuel and

Purchased Power cost reflected in the non-confidential tiling.
4. The data necessary to alive at the Native Load Energy Sales MWh reflected

in the non-confidential filing.

Workpapers and other documents that contain proprietary or confidential information will be
provided to the Commission Staff under an appropriate protective agreement. TEP will keep fuel
and purchased power invoices and contracts available for Commission review. The Commission
has the right to review the prudence of fuel and power purchases and any calculations associated
with the PPFAC at any time. Any costs flowed through the PPFAC are subj et to refund, if those
costs are found to be imprudently incurred.

9. ALLOWABLE COSTS

A. Accounts

The allowable PPFAC costs include fuel and purchased power costs incurred to provide service
to retail customers. Additionally, the prudent direct costs of contracts used for hedging system
fuel and purchased power will be recovered under the PPFAC. The allowable cost components
include the following Federal Energy Regulatory Commission ("FERC") accounts:

501 Fuel (Steam)
547 Fuel (Other Production)
555 Purchased Power (including Luna Energy Facility capacity adjustment)
565 Wheeling (Transmission of Electricity by Others)

These accounts are subject to change if the Federal Energy Regulatory Commission alters its
accounting requirements or definitions.

B. Other Allowable Costs

Nonewithout preapproval &om the Commission in an Order.
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Data Request/
Workpaper No. Subject Confidential I No. of Pages Page No.

LA-11.50 Termination Cost Regulatory Asset No 1 2
sTF-1 ,85 Filing Information (without voluminous attachment) No 2 3-4
LA-11-4B Bad Debt Expense No 4 5-8

TEP 0402 000244 Gross Revenue Requirements No 1 9
RUCO 6.5 ADIT No 1 10
LA-20-26 ADIT . Luna Plant No 1 11
LA-20-2 uSundtcoalcontractbu ut No 1 12

LA-11-22 Sundt coal contract buyout regulatory asset no 2 13-14
LA-11 -23 -¢San Juan Stranded Cost buyout r ulatory asset No 2 15~16

2003 FERC Form 1 Extraordinary Items After Taxes No 1 17
LCG 13.11 FAS 143 effects No 1 18
STF-14-15 Accounting changes (without attachments) No 7 t9-25

LA-21-1 Depreciation rate changes without voluminous 2005 study from pan e) No g 2S~34
LA-21 -9 Depreciation No 9 35-43

TEP 0402 003252 ADIT No 1 44
STF 1.122 Other deferred credits No 3 45-47
STF-14-30 Omer deferred credits No 1 48

TEP 0402 003253 Reclamation costs - San Juan/Four Comers No 1 49
ITEP(0402 03257 UET lease costs No 1 50

TEP(0402 003249 Grand Canyon Trust Resave - San Juan No 1 51
TEP 0402 002759 ADIT lead schedule No 1 52

LA-11-4 CCBS No 2 53-54
LA-11-37 PPFAC Luna Energy Facility capacity adjustments No 3 55-57

TEP(0402 002404 Membership (UARG and USWAG) dues _ Edison Electric Institute No 1 58
STF 1.99 Injuries and Damages No 2 59-SO

STF-14-22 Injuries and Damages No 3 61-63
LA-20-11 Injuries and Damages (without attachments) No 4 64 -G7
STF-14-3 ICredits of wholesale revenues through the PPFAC No 4 BB-71

oTEP 0402 02618 Short-term sales No 1 72
LA-11-12 S02 allowances No 2 73 -74
LA-22-24 Depreciation on generation assets No 3 75-77
LA-19-11 CCBS (without attachments) No 2 78-79

STF-14-35 Affiliate Charges No 2 BO-81
STF-14-37 uAffiliate Cha es No 2 82 -83
LA-20-17 uAffiliate Cha es - SES No 1 84
LA-21-10 Affiliate Charges . SES No 4 B5-88

STF-14-25 V158L al No 1 89
STF-14-26 'a H58L al No 1 90
LA-20-13 >» •elseL a ! No 3 91 -93
LA-22~23 ILegal Ex nae No 3 94-96
STF 1.85 Filing Information No 2 97-98
STF 1.34 Cost of Removal and Net Salvage No 1 99
STF 1.5 I.Databases of Dr. Katereg (without voluminous attachments) No 1 100
LA-11-35 PPFAC coal and carbon taxes No 1 101

TEP(D4»O2 003364 . 003365 Springewille Unit 1 No 2 102 - 103
TEP(0402 003270 Luna Plant No 1 104

TEP(0402 003264-003266 1lmplanautation Cost R ulatory Asset No 3 105- 107
STF-14-38 Working Capital No 6 108~113
LA-19-15 nFuel Invent No 3 114-116

TEP D402 030751 Estimated Depreciation No 1 117
TEP(0402 002790 ADIT No 1 N B
TEP(0402 002627 1S ngerviile Unit 1 No 1 119
TEP 0402 002395 Luna Plant O&M No 1 120
TEP 0402 002609 San JuanCoal No 1 121

STF 1.70 Edison Electric Institute invoices No 9 122-130
TEP 0402 002096 uIncentive Com nation Expense No 1 131
TEP(0402 002099 : -Incentive Compensation Ex nae No 1 132

LA-20-43 Stock Based Compensation No 3 133- 135
LA-22-43 SERP Expense No 1 136

sTF~1.111 | aIncentive Pr rams No 2 137. 138
STF 1,81 Employee Benefits (without voluminous attachments) No 5 139- 143

TEP(0402 002762 Wholesale Trading Activity No 1 144
TEP(0402 002577 n ~ TaxPr No 1 145

RUCO 6.2 1. TaxPro No 3 148-148
TEP(0402 002574 PPFAC No 1 149

LA-20-12 Legal Expense No 3 150- 152
LA 11.29 PPFAC Impacts (without attachments) No 2 153- 154

TotalPages Inducing this Page 154
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET NO. E-01933A-07-0402 et al.

January 8, 2007

LA 11.50 Termination Cost Regulatory Asset (TCRA). (a) Please provide all
accounting entries TEP used to record the TCRA on its books. If no cost
has been recorded, explain fully why not. (b) Please show the build up, by
year, of the TCRA on TEP's books from its inception through December
31, 2007. (c) Please provide all correspondence with TEP's independent
financial auditors concerning the TCRA.

RESPONSE: (a) The TCRA has not been recorded on TEP's books. Since the
Commission has not yet rendered a decision regarding the
Compally's proposed rate Methodologies in this proceeding, it
would be premature to' record such a regulatory asset on TEP's
books.

Cb) As noted in part (a) above, the TCRA has not been recorded on
TEP's books. However, the annual build-up of the TCRA balance
is shown in Exhibit KCG-1, attached to the Direct Testimony of
MI. Kenton Grant.

(c) No such correspondence exists.

RESPONDENTS: Kenton Grant (a and b) and Karen Kissinger (c)

Kenton Grant and Karen KissingerWITNESSES :

1
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STA.FF'S FIRST SET

OF DATA REQUESTS
DOCKET nos. E-01933A-07-0402 et al.

November 1, 2007

STF 1.85 Filing kifonnation. As the Company discovers errors in its filing identify
such errors and provide documentation to support any changes. Please
update this response as additional information becomes available.

RESPONSE: 1) Renewable Resources Pro Forma Adjustment: this pro forma
adjustment was to reduce revenues for amounts related to
renewable resources (all assets, revenues and expenses related to
renewable resource cost and recovery are rezrnoved from rate base
and cost of service and are to be evaluated independently). The
original adjustment omitted $19,274 of expense related to
customer information advertising for renewables programs. Please
see the Excel file STF 1.85 (Renewable Resources) on the
enclosed CD. The Excel File on the CD is not identified by Bates
numbers. Please also see STF 1.85 (Renewable Resources), Bates
Nos. TEP(0402)00D<xxx to TEP(0402)00xxxx.

2) " ' Bad"Debt" Expense Pro Forma 'Adiustrnentf this pro forma
adjustment was to increase retail bad debt expense expressed as a
percentage of adjusted retail revenue. The original pro forma
adjustment should have been calculated using average bad debt
expense. Bad debt expense was increased by $622,366 in the
original adjustment. The revised adjustment increases bad debt
expense by $122,292. The incremental impact is a reduction of
adjusted test year expense as filed of $520,074. Please see the
Excel 'die STF 1.85 (Bad Debt Expense) on the enclosed CD. The
Excel file on die CD is not identified by Bates numbers. Please
also see STF 1.85 (Bad Debt Expense), Bates Nos.
TEP(0402)010370 to TEp(0402)0194e

I0*>~a'°
RESPONDENT : Janet Zaidenberg-Schrum

WITNESS : Dallas Dukes

l
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TUCSON ELECTRIC POWER CO1VIPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 8, 2007

LA 11.48 Bad Debt Expense. Refer to the pro forma adjustment workpapers under
the Cost of Service mediodology that relate to TEP's Bad Debt Expense
adjustment, specif ically the workpaper identif ied by Bates No.
TEP(0402)001763. (a) Please explain fully and in detail why TEP
used a three-year average to calculate its retail write-oft' rate when in the
two recent UNS Gas Inc. and UNS Electric Inc. rate cases, a two-year
average was used. (b) The line item for the Customer Annualization
component of TEP's uncollectible revenue base indicates die amount of
$5,044,63l. However, the Company's actual Customer Annualization
adjustment for retail revenue, as identified on Bates page
TEP(0402)001866 is $5,040,239, or a difference of $4,392. Please
explain and reconcile this discrepancy. (c) The first item under the
"Notes" section of Bates page number TEP(0402)001763 states that the
CTC and Renewable Resource revenues were added back to Adjusted
Retail Revenue in calculating TEP's bad debt expense adjustment and Mr.
Dukes also addressed this on pages 14 and 15 of his direct testimony.
Please indicate exactly where on Bates page TEP(0402)001763 these
items are added back to Adjusted Retail Revenue. In addition, please
confine that the amounts added back are $89,640,816 for the Fixed CTC
revenues (as shown on Bates page TEP(0402)00264l) and $9,450,840 for
Renewable Resource revenues (as shown on Bates page
TEP(0402)002603). If these are not the amounts reflected in the
Company's bad debt adjustment, please indicate the amounts added back
for these two items and show in detail how they were derived. Show
detailed calculations. (d) Referring to part c above, please explain fully
and in detail why TEP believes it is appropriate to add the Fixed CTC and
Renewable Resource revenues back to Adjusted Retail revenues to
calculate pro forma bad debt expense when those amounts were removed
from the Cornpanys pro formarevenues.

RESPDNSE : (a) TBP used a three-year average as a standard practice used in prior
rate cases. UNS Gas, Inc. and UNS Electric, Inc. utilized only a
two-year average because there was not a full three years worth of
data to use since due acquisition was in August 2003, (otherwise a
three-year average would have been used for those Companies as
well).

(b) The Customer Annuzilization of $5,044,631 was calculated May 1,
2007 and was used in the Bad Debt Calculation, while the
$5,040,329 was an updated calculation done June 11, 2007 and

I llll1l-1l_
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 etal.

January 8, 2007

was not picked up in the Bad Debt pro forma because the
difference between the two (S-4302) was an immaterial change of
$14.

(c) The $89,640,816 of Fixed CTC revenue and $5,464,746
(unbundled DSM retail revenue) of the $9,450,840 is included in
the first line 'Net Sales to Ultimate Consumers' of Bates page
number TEP(0402)001763. Of the remaining $3,986,094
($9,450,840 - $5,464,746) of the Renewable Resources pro forma
adjustment amount, $2,683,467 for the Environmental Portfolio
Surcharge ("EPS") was excluded from the calculation for Bad Debt
Expense in error. The EPS should have been included because it is
billed to retail customers. The remaining $1,302,627 should not be
included in the Bad Debt Expense calculation because it is not
retail revenue subject to a bad debt expense calculation for a pro
forma adjustment.

Please see LA 11.48 (c) on the enclosed CD for the revised Bad
Debt Expense calculation and detail of Fixed CTC revenue and
DSM retail revenue that are included in the 'Net Sales to Ultimate
Consumers' line. LA 11.48 (c) on the enclosed CD is not
identified by Bates numbers. Also see Bates No.
TEP(0402)002608 included in the Renewables Resource pro forma
adj vestment for additional detail for DSM retail revenue.

(d> Pro . Ronna bad debt expense should be reflective of expected
results based On lmoiivrfinforrhatioi. The pro forma expense would
be materially understated if the Fixed CTC revenues were
excluded. The inclusion of the estimated .writéloft percentage in
the calculation of the gross conversion factor would not adequately
compensate for this exclusion. The gross conversion factor is
applied to the operating income deficit, which also reflects the
exclusion of the transition recovery asset expenses as well.

RESPONDENT :

WITNESS :

Mina Brings

Dallas Dukes

mu Ill\
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TUCSON ELECTRIC POWER CO1VIPANY'S
RESPONSES TO

RUCO'S SDHH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

December 14, 2007

6.5 ADIT Please provide the following information:

H) Have dl balances in account 190, 282, and 283 related to
Spdngerville 1, Springerville Common and the Luna Plant been
excluded tom the ADIT balance requested 'm rate base?

b) For each respective plaint and respective account referred to in part
a) please provide the applicable ADIT account balances.

RESPONSE' All of the ADIT associated vnlth Springerville Unit 1, Springerville Unit 1
Common, and the Luna plant has been excluded from the ADIT balance
reflected 'm rate base. The balances that were excluded are:

Plant 190. 282 283

Springerville Unit 1
and Unit 1 Common 7,324,177

0

(494,972)
0Luna

rII\x

(8,593.593)

(382,415) w

5\
2

RESPONDENT: Nona Donahue

WITNESS: Karen Kissinger

III ll l llllll

n

1
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TUCSON ELECTRIC POWER COMPANY'S
8 RESPONSES TO STAFF'S

TWENTIENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402et al.

January 31, 2008

LA-20-26. ADIT for Luna Plant adjustment. Please specifically identify, quantify and
explain any and all amounts of ADIT that are related to the TEP proposed
adjustment for plant and accumulated depreciation for the Luna Plant.

RESPONSE : Please find a spreadsheet below showing the ADIT related to the TEP
proposed adjustment for plant and accumulated depreciation for the Luna
Plant:

Luna

as of 12/31/06
Deferred

Tax
Asset/<Liab>Tax Difference

Cost
A / D

Book

48,930,185

891,120

48,907,399
1,776,787

Net  Value 48,039,065 47,130,612 (908,453) (359,747)

RESPONDENT: Nona Donahue

WITNESS' Karen Kissinger

x

111-1--

1
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTIENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 31, 2008

LA-20-2. Sundt coal contract buyout.

Please show 'm detail how TEP accounted for die $11.25 million
buy-out cost in 2002, when the buy-out occurred. Show the
amountsrecorded in each account.

Did TEP request any accounting order from die Commission to
defer any of the $11 .25 million Sundt coal contract buyout cost? If
so, please identify exactly where this was requested (date and
docket number) .

Is TEP aware of any Commission order authorizing deferral of any
of the $11.25 mill ion Sundt coal contract buyout cost? I f  so,
please identify the order and date.

RESPONSE: The $11.25 million buyout was recorded as follows:

DR. 51000 Fuel - Coal (FERC expense account 501) $11,250,000

CR. 24300 Other Current Liabilities $11,250,000

b. No.

No.

RESPONDENT:

VVITNESS:

Karen Kissinger

Karen Kissinger

i

b.

a.

c.

a.

c.

I ill-ll
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0492 et al.

January 11, 2007

LA 11.22 Sundt coal contract buyout regulatory asset. Refer to Mr. Hutchins'
testimony at pages 26-27. Please provide the following information: (a)
date the regulatory asset was recorded on TEP's books, (b) Docket
number and Commission Order which approved TEP's accounting for this
item as a regulatory asset, (c) account and amount where TEP has
recorded this item as a regulatory asset (include an explanation of the logic
for the account chosen), (d) all correspondence with TEP's external
auditors concerning the recording by TEP of this item as a regulatory
asset; (e) copies of all invoices and supporting documentation related to
the amount that TEP recorded as a regulatory asset; (f) related amounts of
accumulated amortization as of. 12/31/05 and 12/31/06, (g) related
amounts .of Accumulated Deferred Income Taxes as of 12/31/05 and
12/31/06; and (h) identification of the period of the contract Mat was
bought out, and a complete explanation of how the amortization period
chosen by TEP for the regulatory asset corresponds with the period of the
contract that was bought out.

RESPONSE : An extension was granted to TEP by the Commission Staff until January
11, 2008. TEP is in the process of gathering this information and will
provide the response to this data request on or before January ll, 2008.

SUPPLEMENTAL
RESPONSE : (a), Tb), (c), (d), (e) and (f) TEP will not record the Sundt Coal Contract

buyout regulatory asset until a final decision is issued in this rate case
proceeding from the Arizona Corporation Commission ("Commission").
These additional costs were not booked per Ms. Kissinger's Direct
Testimony, pages 6 and 7 (see excerpt below):

Had the Company not been under a rate freeze and
expecting to go to a market-based rate for generation as a
result of entering into the 1999 Settlement Agreement, the
Company would have sought regulatory recovery of these
costs at the time the underlying agreements were
negotiated. Because of the 1999 Settlement Agreement, the
Company believed it was precluded from requesting such
relief If the Company's generation rates are placed back
under a cost-of-service paradigm, then recovery of these
costs through rates through a traditional cost-of-service
approach is appropriate. The Company's customers benefit
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 11, 2007

from these buyouts through the receipt et lower fuel costs
in their monthly electric bill.

(8) The Company has not recorded any related amounts of
Accumulated Deferred Income Taxes as of December 31, 2005 and
December 31, 2006.

(h> The Sundt Coal Contract, term ending 2015, was bought out in
July 2002. The proposed amortization schedule is provided in the
Direct Testimony of Ms. Karen Kissinger, page 20. The recovery
period is based on the anticipated period between rate cases.

RESPONDENT : Leonard Nehrmeyer

WITNESS : Karen Kissinger

II
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0_02 et al.

January 11, 2007

LA 11.23 San Juan Stranded Cost buyout regulatory asset. Refer to Mr. Hutchens '
testimony at pages 27-29. Please provide the following information: (a)
date the regulatory asset was recorded on TEP's books, (b) Docket
number and Commission Order which approved TEP's accounting for this
i tem as
recorded this item as a regulatory asset (include an explanation of the logic
for the account chosen), (d) al l  correspondence with TEP's external
auditors concerning the recording by TEP of this item as a regulatory
asset, (e) copies of all invoices and supporting documentation related to
the amount that TEP recorded as a regulatory asset, (t) related amounts of
accumulated amortization as of  12/31/05 and 12/3 l /06; (g) related
amounts of  Accumulated Deferred Income Taxes as of  12/31/05 and
12/31/06, and (h) identif ication of the period of the contract that was
bought out, and a complete explanation of how the amortization period
chosen by TEP for the regulatory asset corresponds with the period of the
contract that was bought out.

a regulatory asset, (c) account and amount where TEP has

RESPONSE: An extension was granted to TEP by the Commission Staff until January
ll, 2008. TEP is in the process of gathering this information and will
provide the response to this data request on or before January ll, 2008.

SUPPLEMENTAL
RESPONSE : (a), (b), (c), (d), (e) and (f) TEP has not recorded the San Juan Stranded

Cost buyout regulatory asset, pending final decision from the Commission
in this rate case proceeding. These additional costs were not booked per
Ms. Kissinger's Direct Testimony, pages 6 and 7 (see excerpt below):

Had the Company not been under a rate freeze and
expecting to go to a market-based rate for generation as a
result of entering into the 1999 Settlement Agreement, the
Company would have sought regulatory recovery of these
costs at the time the underlying agreements were
negotiated. Because of the 1999 Settlement Agreement, the
Company believed it was precluded Horn requesting such
relief If the Company's generation rates are placed back
under a cost-of-service paradigm, then recovery of these
costs dirough rates through a 11-aditional cost-of-service
approach is appropriate. The Company's customers benefit
from these buyouts through the receipt of lower fuel costs
in their monthly electric bill.

II-I
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET NO. E-01933A-07-0402 et al.

January 11, 2007

(8) The related amounts of Accumulated Deferred Income Taxes as of
December 31, 2005 and December 31, 2006 are $4,476,193 and
$4,069,266, respectively.

<h) The San Juan Coal Contract, term ending December 2017, was
bought out i i i  Sepfernb€r"'2000."" The proposed amortization
schedule is prov ided in the Di rect  Test imony of  Ms. Karen
Kissinger, page 20. The recov ery per iod is based on the
anticipated period between rate cases.

RESPONDENT: Leonard Nehrnueyer

WITNESS : Karen Kissinger

III



Name of Respondent

Tucson Electric Power Company iiAn Original
A Resubmission

This Re ort Is:
(1)
(2)

Date of Report
(Mo, Da, Yr)

/ /
End of"

n

Year/'Period of Report

_-As" ant R
p P 17 FL

STATEMENT OF INCOME FOR THE YEAR (Continued)

Line
' o

27

Account

(3)

(Ref.}
Page No.

(b)

TOTAL

Current Year
(6)

Previous Year
(d)

Net Utility Operating income (Carried forward from page 114) 118,839,681 .102_702,04

28 Other Income and Deductions

29 Other Income

30 Nonutilty Operating Income

31 Revenues From Merchandising, Jobbing and Contract Work (415)

32 (Less) Costs and Exp. of Merchandising, Job. & Contract Work (416)

33 Revenues From Nonutility Operations (417) 1,103,989 1,003,571

34 (Less) Expenses of Nonutility Operations (417.1) 980,925 401,634

35 Nonoperating Rental Income (418)

36 Equity in Earnings of Subsidiary Companies (418.1) 119 421 ,200 -122,150

37 Interest and Dividend Income (419) 30,871,891 30,740,777

38 Allowance for Other Funds Used During Construction (419.1) 1,184,703 691,503

39 Miscellaneous Nonoperating Income (421) 455,645 543,180

40 Gain on Disposition of Property (421.1) 12,606 406,123

41 TOTAL Other Income (Enter Total of lines 31 thru 40) 33,070,109 32,861,350

42 Other Income Deductions

43 Loss on Disposition of Property (421.2) 585

44 Miscellaneous Amortization (425) 340

45 Miscellaneous Income Deductions (426.1-426.5) 340 |1.302,91 1,271,499

46 TOTAL Other Income Deductions (Total of lines 43 thru 45) 01,302,91 1,272,084
l .

47 Taxes Applic. to Other Income and Deductions

48 Taxes Other Than Income Taxes (408.2) 262-263

.
4 9

50

Income Taxes-Federal (409.2) 262-283

Income Taxes-Other (409.2) 262-263 2,237,441 2,318,811

51 Provision for Deferred Inc. Taxes (410.2) 234, 272-277 10,241,809 10,514,276

52 (Less) Provision for Deferred Income Taxes-Cr. (4112) 234, 272-277 277,674 340,457

53 Investment Tax Credit Adj.-net (411 .5)

54 (Less) Investment Tax Credits (420)

55 TOTAL Taxes on Other Income and Deduct. (Total of 48 thru 54) 12,201,576 12,592,630

56 Net Other Income and Deductions (Enter Total lines 41, 46, 55) 19,565,623 18,996,646

57 Interest Charges

5B Interest on Long-Term Debt (427) 55,678,115

59 AmoN. of Debt Disc, and Expense (428) 20,522,774 8.194,631

60 Amortization of Loss on Reaquired Debt (4»28.1) 736,277 752,568

61 (Less) Amory. of Premium on Debt-Credit (429)

52 (Less) Amortization of Gain on Reaquired Debt-Credit (429.1) 38,155 34,749

63 Interest on Debt to Assoc. Companies (430) 340

64 Other Interest Expense (431) 340 937,052 1,013,385

65 (Less) Allowance for Borrowed Funds Used During Construction-Cr. (432) 871 ,903 567,112

66 Net Interest Charges (Enter Total of lines 58 thru 65) 76,964,159 66,308,256

67 Income Before Extraordinary Items (Total of lines 27, 56 and 66) 61,441,145 55,390,435

68 Extraordinary Items

69 Extraordinary Income (434) 111,706,764

70 (Less) Extraordinary Deductions (435)

71 Net Extraordinary Items (Enter Total of line 69 less line 70) 111,706,764

72 Income Taxes-Federal and Other (409.3) 252-263 44,235,879

73 Extraordinary Items After Taxes (Enter Total of line 71 less line 72) 57,470,885

74 Net Income (Enter Total of lines 67 and 73) 128,912,030 55,390,435

3s-5

4_

l

FERC FORM no. 1 (ED. 12-96) Page 117 - Privileged Data

I
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TUCSON ELECTRIC POWER C()MPANY'S
RESPONSES TO STAFF'S

THIRTEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 etal.

January 11, 2008

LCG 13.11 In the 2004 proceeding (Uocket No. E-0933A-04-0408), the direct
testimony of Staff witness Dort recommended that the effects of SFAS
143 be reversed for regulatory purposes, which would result in a $68
million net reduction to original cost rate base. Please explain if the
company reverses the effects of SFAS 143 in its 2007 rate case Blind,
and if not, why not.

RESPONSE : The Company has not reversed the effects of SFAS 143, as adopted by
the Company in its 2007 rate tiling. In its tiling, the Company has not
reversed the effects of the any of the differences between GAAP for
companies eligible to follow FAS 71 for its accounting for generation
assets versus thosenot eligible to follow FAS 71 for generation, such as
TEP. It does not make sense to the Company to adjust for any one
difference in isolation. The appropriate treatment of any of the
differences will likely be impacted by which of the three methodologies
recommended by the Company is adopted by the Commission, as well as
any adjustments made by the Commission to the methodology selected.

RESPONDENT : Karen Kissinger

WITNESS : Karen Kissinger
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TUCSON ELECTRIC PQWER COMPANY'S
RESPONSES TO STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et aL

January 18, 2008

STF-14-15. Refer to the response to Staff data request LCG 7.23 .

3. Has TEP discussed any of the issues that are listed in response to
part a with its auditors? If not, explain fully why not. Ipso, please
identify when the discussions occurred and who participated in
such discussions .

d.

Cr

Since Decision No. 62103 was issued, please identify, quantify and
explain fully each change 'm the Compally's accounting under FAS
No. 71, by year, that affected income by more than $1 million in a
year or asset/liability accounts by more than $10 million.

Referdng to part f, please identify, quantify, explain fully and
provide the journal entries related to the recognition of income
upon the adoption ofFAl 143 .

Referring to pan L please identify, quantify, explain fully and
provide the depreciation rates (1) before, (2) alter and (3) the net
change resulting from the adoption of FAS 143 .

. -Please identify all- Commission- orders addressing the depreciation
rates (1) before and (2) item the change in the Company's
depreciation rates resulting Hom the adoption ofFAl 143 .

Referring to part f, please identify, quantify and explain exactly
how the TCRA "demonstrates the significant excess costs
incurred"

RESPONSE: TEP requested an extension from the Commission Staff until January 21,
2008.

f

SUPPLEMENTAL
RESPONSE : 3.

f.

b.

c.

At various times, Ms. Kissinger has general conversations with the
three PWC audit partners who have been on our account since
1999: Tom McGuinness, Steve -.Kitson and' Mike' Eberhardt,
regarding generally what would be required to "go back on FAS
71" for the generation operations. In those conversations I was
told that there is no "black and whi te" answer as to what is
required to "go back on FAS 71." Each case requires a detailed
analysis of the unique facts and circumstances. There was no
generic guidance they could give iN. They did indicate that the
California utilities which went oft' FAS 71 and then back on had
regulatory "balancing accounts" for v irtually all signif icant l ine
items in their income statements when they went back on FAS 71.
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TUCSONELECTRIC PDWER COMPANY°S
RESPONSES TO STA]8IF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET NO. E-01933A-07-0402 et al.

January 18,2008 .

These were generic, theoretical convemsadozns, no documentation
exists regarding these conversations.

There are a number of complex calculations required to respond to
this section, thus TEP is in the process of gathering this
information and vni].1 Provide the response to this data request
shortly.

The requested documentation was previously provided in response
to STF 1.25. The accounting that was performed to record the
implementation of FAS No. 143, including the recognition of
income, the creation of the ARO and corresponding ARO asset,
and al] subsequent accounting that has since been performed, was
that required under the Standard, in accordance with Generally
Accepted Accounting Principles.

Please see STF-14-15 (d) on the enclosed CD for a spreadsheet
listing the rates used for accruing book depreciation on the
Company's Generation assets prior to and after adopting FAS No.
143 on January l, 2003. The rates used to depreciate generation
assets prior to their becoming deregulate concurrent with going
QB of FAS No. 71 iii 1999, were established in Decision No.
59594 (March 29, 1996). Subsequent thereto, depreciation rates
for certain generation assets were changed four times.

In the second quarter of 2002, TEP changed its depreciation rates
to reflect increased estimates of the useful lives from 40 to 60
years for its Sundt Generating Station gas-Bred units and from 25
to 40 years for its internal combustion turbines. With the adoption
of FAS No. 143 in January 2003, new ARO assets were
established and rates for their depreciation, reflecting expected
service lives, were implemented. During 2004, TEP engaged an
independent third party to review the economic estimated useful
lives of its owned generating assetsjn Springerville. Based on that
information, combined with plant Life infonnadon provided by the
operators and participants of the joint generating plants in which
TEP partricipaes, new. depreciation rates reflecting service life
extensions ranging from ll to 22 years were implemented in July.
Finally, during the second quarter 2005, a study requested by the
participants in the San Juan Generating Station was completed that
indicated an economic useful life changed from previous estimates.
As a result, new depreciation rates reflecting an extension of the

Illllllllllllllllll

b.

d.

c .
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TUCSONELECTRIC POWER COlVIPANY'S
RESPONSES TO STAFF'S

FOURTEENTHSET OF DATA REQUESTS
DQCKET no. E-01933A-07-0402 et al.

January 18,2008

estimated useful life from 40 to 60 years were implemented April
l, 2005 .

The most recent depreciation rate order was that described in (d)
above.

f. The table below demonstrates the excess costs incurred. It is based
on the TCRA calculation appearing as Exhibit KcG-l. The TCRA
calculation derives from Schedule A-1 from TEP's 2004 Rate
Review, attached as STF-14-15 (f), Bates No. TEP(0402)027613,
on the enclosed CD. This 2004 Rate Review Schedule A-1 at line
6 demonstrates an operating income deficiency prior to tax gross
up of $67,233 for 2003. Using the methodology and percentages
in KCG-1, the excess of expense for years 2003 through 2007
amounts to $363 million.

Tai. 4 1
mms)

ss*/233

9_4

$6/233 $69221 572519 $759s1

1.04

cpaaingixnazemaiam/fntzoua

Pa|iru6,S:heddeA1,2(D4RzleF ier/

/=~ppy°,<.lm epqs5=¢»tst Kcx8-1
YealyEa4n8cfE>q::8Ee ssnzxa sss.s22

1m8

$7239

1.047

575991

1.01214

$78,118 953844

RESPONDENT : Carl Dabelstein (c, d and e)
Karen Kissinger (a and f)

WITNESS : Karen Kissinger

SECOND
SUPPLEMENTAL
RESPONSE : b. In order to provide calculations that would approximate the

hypothetical 'Wvhat ii" differences between :con FAS 71" and "off
FAS '71," we made assumptions and used simplistic approaches,
such as using simple averages, ignoring tai"eftlect etc."` We
assumed that we still had a rate freeze during 2000 2007 and that'
there would have been no rate changes, chaNges to 'depreciation
rates, etc. during that period. We assumed no changes in rate
malting treatment. We ignored the TRA, We have focused on the
resulting impact on financial statements that would have been
prepared in accordance with generally accepted accounting
principles. We have tried to indicate our assumptions and
limitations to help the reader understand the judgments we have

I Illll

e.

mos zoos 2m7
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET NO. E-01933A-07-0402 et at.

January 18, 2008

made. We have made a good faith effort in identifying and
providing reasonable calculations to estimate the impact on various
Financial statement line items which would provide the essence of
the diHlerence between being "on FAS 71" and "off FAS 7l".
Please see STF-14-l5. CD) (Summary ON and OFF FAS '71
differences) on the enclosed CD for a summary. The Excel file is
notidentified by Bates numbers.

4

Items written oft' in 1999 as a result of discontinuing the
applicationof FAS 71 to generationoperations. See the
response to STF 1.25 (a), This gain is comprised of $31.4
million of ITC recognized offset by $14 million of costs
for property tax .differences and deferred losses on emission
allowances. The $14 million of costs would not have
reversed during the period. The $31.4 million of ITC
would have amortized over the period not longer than 2000
through 2005 had the Company continued to apply FAS 71
to generation operations.

Bilmancing Costs: Please see the ICRA discussion in
response to LA 11.51 and in Ms. Kisslmger's Direct
Tesdnuony dated July 2, 2007.

San Juan Cod Buyout:Please see the discussion in Ms.
Kissinger's Direct Testimony dated July 2, 2007 and the
response to STF 11.23.

Sundt Coal ContractBuyout: Please see the discussion
in Ms. Kissinger's Direct Testimonydated July 2, 2007 and
the response to STF 11.22.

FAS 143: Please see the discussion in Ms. Kissinger's
Direct Testimony dated July 2, 2007 and the response to
STF 1.25 (b).

Pension Costs: If we had been "on FAS 71" for
generation 'm 2006, we would have recorded an additional
$17.5 million to regulatory assets under FAS 158. Instead,
under "off FAS 71," we recorded a decrease to Other
Comprehensive Income of $10.5 million (otter-tax). See
the s11pp0>1:i11g workpapers filed in response to STD 11.21.
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO.STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET NO. E-01933A-07-0402 et al.

January 18, 2008

Depreciation: The following assumptions were used:

TEP made the following changes to depreciation rates since
1999:

1. Peaked Turbines were added at DeMoss Petrie and
North Loop in 2002.

A joindy owned base load gas turbine was added at
Luna in 2006.

3. The various lives of the steam generation stations
were extended iN 2002, 2004 and 2005 .

TEP adopted FAS 143 f or  l egal  f i na l  cost  of
removal obligations asoflanuary 1,~ 2003.

\

The existing rates at the time of the rate freeze included the
following components:

Each generation unit had its own distinct remaining
life.

Each generation unit had a provision built into the
depreciation calculation that provided for final cost
of removal.

To simplify the calculation, the following approach was
used:

1. An average straight line depreciation percentage for
steam generation and other production was derived
from the average cost and actual depreciation
reported on the FERC Form 1.i11.2001 prior to any
charges to depredation rates.

2. The average rate was applied to the average asset
balances reported on subsequent FERC Form 1
reports.

Rx

lull

2.

4.

2.

1.
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TUCSON ELECTRIC POWER coM;pAny's
RESPONSESTO STA.FF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et aL

January 18, 2008

Differences are attributable to:

Longer remaining lives used for newer gas turbines.

Extended lives for generating stations.

Discontinuance of the final cost of removal
component of depreciation expense due to FAS 143 .

Please see STD 14.15 (b) (Depreciation o£fFAS 71), Bates
Nos. TEP(0402)03076l to TEP(0402)030790 OD the
enclosed CD, as well as STP-14-15 (`b) (FAS 71
Differences depreciation) for the supporting calculations.
The Excel tile on the enclosed CD isnot identjiied by
Bates numbers. » I

AFUDC: For "On FAS 71" plant assets we follow the
FERC calculation for AFUDC. For "Off FAS 71" plant
assets, we follow FAS 34. Please see STP-14-15 (b)
(Capitalized Interest - Generation on 05 F'7l) for the
supporting calculations. The Excel file on the enclosed CD
is not identified by Bates numbers.

Derivatives - Marked-to-Market: Please See STF-14-5
(b) (STEP-Derivatives MTM Impact) on the enclosed CD for
the supporting calculations. The Excel file on the enclosed
CD isnotidentified by Bates numbers.

CapitalLeases and Springerville Unit 1 Allowance: We
have tried to provide a simplified analysis regarding the
lease and Springerville Unit 1 treatment "on" and "oft"
FAS 71. The attached numbers are primarily derived from
the lease schedules and original amortization schedules
from 1992. Consequently, if we had not gone oH FAS 71
in November 1999, the resulting numbers may have varied
from the numbers used in this analysis. Therefore, the
attached analysis has limitations. .

The following are the assumptions used in the attached
analysis, limitations are also included

2.

3.

1.
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

. January 18, 2008
1

November and December 1999 are excluded as it
would only be 2 months.

The original Springerville Unit 1 Allowance
amortization schedule is used. Thus, the following
have not been considered:

o Increased capacity of Springervlille Unit l.

O Changes in non-iiael costs of Springerville
Unit 1.

O Decrease for June 2006 Springerville Unit
lease modification.

TRA amortization is not considered

The original 19.92 lease amortization schedules are used.
Lease modifications: (Springerville Unit 1 in June 2006 and
Springervilje Coal Handling Facilities in March 2002) have
been incorporated into the lease schedules.

See the following attached schedules on the enclosed CD
STF-l4-l5 (b) (SPlLEAS original 92 adjusted for June
2006 lease mod), STF-l4-l5 Cb) (TEP 06 Response
sT1=14.15.b capital lease exp on and oH F7l), STP-14-15
(b) (1992 Original Lease Schedule Sundt Unit 4), STF~14-
15 (b) (SP Coal Hdlg Lease 2015 adjusted for March 2002
lease change) and STF-14-15 (b) (Original 92 Common
Lease Schedule) on the enclosed CD for the supporting
calculations.

RESPONDENT: Diane Grant, Patti McKee, Carl Dabelstein, Maya Liddell, Ann Eckert,
Susan Charging, Linda Joyce and Dawn Sabers

WITNESS: Karen Kissinger
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TUCSDN ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY FIRST SET oF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 30,2008

LA~21-1 I Depreciation rate changes. Refer to the Conlpany's supplemental response to
data request STF 14.15(d). Please provide a complete copy of the depreciation
study related to each of the following:

8. TEP's depreciation rates that were established in Decision No. 59594.
Per TEP's supplemental response to STF 14.15(d): 'The rates use to
depreciate generation assets prior to their becoming deregulated,
concurrent vldth going of of FAS No. 71 in 1999, were established in
Decision No. 59594 (March 29, 1996). .

The new depreciation rates TEP implemented on April 1, 2002.

c . The new depreciation rates TEP implemented on January 1, 2003 .

The new depreciation rates TEP implemented on July 1, 2004.

The new depreciation rates TBP implemented on April 1, 2005 .

For each of the new depreciation rates addressed in items b, c, d, and e,
were such rates approved by the Commission Staff? If so, please
provide the related documentation and evidence of such approval. If not,
explain filly why not. .

For each of the new depreciation rates addressed in items b, c, d, and e,
did TEP request Commission Staff approval of such rates? If not,
explain fully why not. If so, please provide the information that TEP
provided to Staff related to TEP's request for approval, and all other
correspondence that TEP MaintaiNed related to such approval.

RESPONSE : a. This study Was previously provided in response to STF 1.4.

b. Please see LA-21-1 (b), Bates Nos. TEP(0402)031207
TEP(0402)31213, on the enclosed CD for a copy of the 2002 study.

to

f.

b.

e .

g.

d.

c. To be clear, existing depreciation rates did not change as of January 1,
2003. With the adoption ofFAl 143 as of January 1, 2003, a new plant
account was added to the Company's general ledger, in accordance with
the requirements of FERC Order No. 631. Electric Plant Account No.
317, Asset Retirement Costs for Steam Production Plant was established
to reflect the initial present value of future asset retirement obligations
recorded under FAS 143 as of the date that each such obligation
originated Such Asset Retirement Obligation ("ARO") assets ah
required to be depreciated on a straight-line basis over the period
beginning with the initial ARO obligation and concluding with the
settlement of that obligation. Depreciation on Acct. 317 commenced
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY FIRST SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 30, 2008

with the adoption of FAS 143. The details underlying the rate being used
for depreciation are contained in the FAS 143 materials prov ided in
response to previous data requests.

mi This study was already provided in response to STF 1.11.

Please see LA-21-1 (e), Bates Nos. TEP(0402)031214
TEP(0402)031374, on the enclosed CD for a copy of the 2005 study.

to

£ and g. Approval of the depreciation study, and the resulting rates, was
implicit when the Commission issued Decision No. 59594 (March 29,
1996), settling the Company's general rate case. Commission approval
of the subsequent changes in 2002, 2004, and 2005to the rates used for
depreciating Generation assets was not sought because Commission
Decision No. 62103 (November 30, 1999) severed the link between the
cost of  prov iding serv ice and the rates al lowed to be charged for
Generation service, thereby requiring the Company to cease applying
FAS 71 to the Generation segment of its business. Please see the Direct
Testimony of  Ms. Karen Kissinger, and responses to prev ious data
requests, for fuNner information on that subj et.

RESPOND])ENT: Carl Dabelstein

w1Tni3ss:

e .

Karen Kissinger

a
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3
Supply-Side Planning
Tucson Power Production Life Extension Study

July 2002

Purpose of Study

Supply-Side Planning examined two different scenarios which looked at the economics behind maintaining our older
Tucson Power Production units versus building newer efficient units with equivalent generation capacity. The results
of the this analysis are to be used to determine the appropriate depreciation extension period that should be applied to
Irvington Gas CTs and lwington Gas Steam Units.

Assumptions
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Two scenarios were run using PROMOD's MarketVWse Dispatch logic. PROMOD dispatches each generation unit as
merchant plant into the wholesale market during the hours in which Me unit is profitable. A unit's profitabiily is
measured by the hourly wholesale Markel price less the unit's fuel costs and variable O&M costs. Next, each unit's
annual production prom is then reduced by property taxes and estimated capital expenditures to determine a net after-
tax cash flow per year. These cash flows are discounted at the after-tax WACC of 10.2% ,

i The first scenario compares the cost of maintaining the existing three North Loop Turbines with approximately 73 MW
of capacity with an average heat rate of 15,000 BTlJA<Wh versus the cost of building and maintaining a new GE SEA
Gas Turbine (similar to the DeMoss Unit 1) with approximately 75 MW of capacity and an average heat rate of 12,000
BTU/kwh. The results below support the maintenance option of extending the life of the CTs :
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NPV Gas Turbine Maintenance Option
NPV Gas Turbine Merchant Option

NPV
15 Years

S (4,548)

s (30,954)
s
s

NPV
30 Years 30 Year ERR

(1 ,518) 8.3%
(23,975) 4.3%

0
E
x'

E

The second scenario compares the cost of maintaining the existing three Irvington Gas Steam Units (Irvington 1-3)
with approximately 265 MW of capacity and an average heat rate of 11,250 BTU/kWh versus the cost of building and
maintaining a new GE STAG 207EA - Combined~Cycle Unit with an average heat rate of 7,500 BTU/kwh. The
results below support the maintenance option of extending the life of the Irvington Gas STeam units :2

E
9

8
3i NPV IRV 1~3 Maintenance Option

NPV Comblned-Cyde Merchant Option

NPV
15 Years

$ 7,842
5 (61 ,004)

NPV

30 Years 30 Year ERR
S 35.987 23.2%
s 4,131 10.7%

Conclusions
:
1
I1!
l
1
l8
!
EI
3
g:
s

Given the current forward market positions and TEP's confidence in its ability to continue lo operate and maintain these
older units, extending the life of the existing units is the least-cost alternative for both the Irvington Gas Steam Units and
Tucson Power Production Combustion Turbines for the next 20-30 years.
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Generation Life Extension
General Discussion
There is significant statistical data available to establish that steam generating units lat for more than 40
years, In North America, there are over 100 steam/coal units and 85 steam/gas units in the 50 -75 year age
range that are still in service. Statistical historical data alone is not the best predictor of expected useful
life. According to the valuation expert from Marshall and Stevena who testified in the i990 rate case
"electric generating units are seldom if ever retired for physical reasons or because of age. They are retired
for reasons of inadequacy, obsolescence, relative fuel economics, inability to comply wide environmental
requirements and pollution regulations or for other nonphysical reasons."

For tax certificates related to bond issuances, TEP has certified that we expect the generating facilities at
Navajo and San Juan to last at least 60 years. Included in these certificates is the statement that TEP "is not
aware of any regulatory, technological or contractual development...that is expected to materially effect the
period during which the generating units...will remain in service." For Springerville, the similar tax
certificate guarantees a life of at least 40 years for Springerville and a life of 60 years for due Irvington
facility. According to Kent Grant, TEP was conservative on the estimated life of Springerville to be
consistent with the lives used for rate cases. All three certificates contain examples of other fossil fuel
generating plants across the country that have been in operation at least 60 years.

Several items need to be taken into consideration that are unique to each plant site. The Navajo and Four
Comers sites have related land leases with the Navajo Nation that may place limits (or expand) the lives.
For Four Comers the original lease term ends 'm 2016 with an extension option to 2041. The lease for the
Navajo site has an original term to 2019 with an extension option to 2044_ Discussions with Tom
Delawder and Don Gin indicate that these are very valuable sites since they are relatively low cost
generation and it would be unlikely that TEP and the Navajo would not extend the leases through to the end
of their extensions. They also believe that related fuel and water contracts would be extended also. This
would bring the sites potential lives out to 75 years. APS has assigned a 90% probability of extending the
leases at Four Corners in their analysis. APS is currently depreciating the site using the extended life, SRP
has not yet started their analysis. They are currently using 30 years for Navajo for book purposes.

The Irvington site is unique from all the other generating sites because of the need to have local generation
for reliability. Sam Minter's testimony in the 1990 rate case indicates that Irvington provides "four major
services for TEP's electrical system:

i. Electrical energy for useby TEP's customers,
2. Spinning reserve for the sudden outage of other generating facilities or EVH transmission lines,
3. Regulation for changes in TEP's load and
4. Voltage support and regulation to the Tucson area during normal and transient system conditions
and following outages of transmission facilities."

He indicates that alternatives to meet these needs would have much higher costs than maintaining the local
generating facilities and would drop the level of reliability to unacceptable levels. Tom Delawder agreed
that TEP would always need some level local generation and that Irvington would be kept operational until
it became economically not feasible to run the units. TEP owns the Irvington property outright so there are
no lease constraints to consider. Mike Sheehan's analysis has indicated it would be prudent not to exceed
60 years with Irvington gas units since it is expected it would become more economic to replace the gas
units with newer technology at that time.

TEP has a land lease/patent with the State of Arizona for the Springerville land site. The overall lease
expires in 2053, however the parcels that the generating plant is on will not expire until there is "the
permanent discontinuance of use of said property for the purposes of generating electricity or related
activities." The facility does have related coal and water use leases that have less than 40 year lives but it is
expected that these will be renewed for 5 needed. The lives of the current Springerville units may be
influenced by whether or not units 3 &4 are built. The resulting economies of scale may make it
economically beneficial to nm the existing units for a longer period than currently expected if the
additional units are built.

TEP(0402)031208
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For gas turbines TEP has been using a useful life of 25 years. Since the older turbines have already been in
service for 25 years, Mike Sheehan recently completed a study of the economics of continuing to maintain
the current units for the next ten years or replace them. Based on the resulting economics, Tom Deiawder
has indicated that he believes that we will continue to use these older turbines for 15 additional years, He
also indicated that he felt that die longer 40 year life would be applicable to the newer turbines at Delvioss
and North Loop.

All capital leased items have been excluded from this analysis because they are being amortized over the
life of the leases.

Options

2.

3.

It is clear from reviewing the documents, that TEP expects it to be economically feasible to run the
steam generating facilities for at least 60 years and the smaller gas turbines for at least 40 years. This
should be a relatively safe option.
The on°ginal lease term for the Navajo and Four Corners leases is for 50 years from the date of
signing. Since the sites were put into service within three to five years after the date of the leases, dis
would give them a minimum expected life of45-47 years. This would appear to be a conservative
approach.
The most aggressive approach would be to assume that TEP and the Navajo Nation would agree to
extend both leases for the total available extension period. This would extend the lives of the sites out
to 70-73 years.

TEP(0402)031209
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For tax certificates related to bond issuances, TEP has certified that we expect the generating facilities at
Navajo and San Juan to last at least 60 years. Included in these certificates is the statement that TEP "is not
aware of any regulatory, technological or contractual developments...that is expected to materially effect
the period during which the generating units...wili remain in service." For Springerviiie, the similar tax
certificate guarantees a life of at least 40 years for Springexville and a life of 60 years for the Irvington
facility. According to Kent Grant, TEP was conservative on the estimated life of Springerville in case this
data became available to interveners for use in a rate case. Ali three certificates contain examples of other
fossil fuel generating plants across the country which have been in operation at leaf 60 years.

Several items need to be taken into consideration which are unique to each plant site. For the Navajo and
Four Comers sites there are land leases with the Navajo Nation which may place limits (Or expand) the
lives. For Four Comers the original lease term ends in 2016 with an extension option to 2041. The lease
for the Navajo site has an original term of to 2019 with an extension option to 2044. Discussions with Tom
Delawder and Don Gin indicate that these are very valuable sites since they are relatively low cost
generation and it would be unlikely that TEP and the Navajo would not extend the leases through to the end
of their extensions. This would bring their potential lives out to 75 years. APS has assigned a 90%
probability of extending the leases at Four Comets in their analysis. They are currently depreciating the
site using the extended life. SRP has not yet started their analysis. They are currently using 30 years for
Navajo for book purposes.

General Discussion
According to the valuation expert from Marshall and Steve fs who testified in the 1990 rate case over "the
past 40 years there has been a steady retirement of older plants as their service life has ended or as newly
strengthened interconnections made them uneconomic to operate....Improving technology along with
favorable economic and regulatory conditions resulted in the construction of larger more economic units
and the retirement of the smaller uneconomic units." The Utility Data Institute compiled and published an
inventory of retired steam plants. The average age of retired the plants over 75 megawatts from the study
was 37 years with a range of 22-49 years. However, the expert went on to testify "electric generating units
are seldom if ever retired for physical reasons or because of age. They are retired for reasons of
inadequacy, obsolescence, relatiyefuel .eaonomics,.inabi]it'y. to.comp1y.w.ith .environmental requirements
and pollution regulations or for odder nonphysical reasons." He goes on to say once a generating unit
becomes uneconomic to use for base load, they are often left in service for peaking or reserves. For these
reasons, the statistical historical data is not the best predictor of expected useful life.

Generation Life Extension
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The Irvington site is unique from all the other generating sites because of the need to have local generation
for reliability. Sam Minter's testimony in the 1990 rate case indicates that Irvington provides "four major
services for TEP's electrical system:

I. Electrical energy for use by TEP's customers,
2. Spinning reserve for the sudden outage of other generating facilities or EVH transmission lines,
3. Regulation for changes in TEP's load and
4. Voltage support and regulation to the Tucson area during normal and transient system
conditions and following outages of transmission facilities."

He goes on to say that alternatives to meet these needs would have Much higher costs than maintaining the
local generating facilities and would drop die level of reliability to unacceptable levels. Tom Delawder
agreed dirt TEP would always need some level local generation and that Irvington would be kept
operational until it became economically not feasible to run the units. TEP owns the Irvington property
outright so there are no lease constraints to consider. Mike Sheehan has indicated not go beyond 60 years
with Irvington since it is expected that sometime in the next 20 years it would become more economic to
replace the gas units with newer technology.

TEP has a land lease/patent with the State of Arizona for the Springerville land site. The overall lease
expires in 2053, however the parcels that die generating plant is on will not expire until there is "the
permanent discontinuance of use of said properly for the purposes of generating electricity or related
activities." The facility does have related coal and water use leaves which have less than 40 year lives but it

TEP(0402)031210
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is expected that these will be renewed for at least the 40 year period. The lives of the current Springerville
units are expected to be influenced by whether or not units 3 84 4 are built. The resulting economies of
scale may make it economically beneficial to run the existing units for a longer period than currently
expected if the additional units are built_

For go turbines TEP has been using a useful life of 25 years. Since the older Mrbines have already been in
service for 25 years, Mike Sheehan recently completed a study of the economics of continuing to maintain
the current units for the next ten years or replace them. Based on the resulting economics, Tom Delawder
has indicated that he believes that we will continue to use these older turbines for 15 additional years. He
also indicated that he felt that the longer 40 year life would be applicable to the newer turbines at DeMoss
and North Loop.

All capital leased items have been excluded from this analysis because they are being amortized over the
life of the leases,

TEp(0402)031211
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Generation Life Extensions

Traditionally
Used conservative 40-year life-industry standard for steam generation.
Used 25-year life for gas turbines.

Research
Turbines
¢

•

Cost benefit analysis by Mike Sheehan indicating at least 10 more years
for Irvington gas turbines.
Approval from Tom Delawder to apply 15 year extension to all gas
turbines.

•

•

•

•

•

Steam Generation
Industry Statistics 185 gas/coal steam units currently in service between
50-75 years of age.

• Tax Certificates agreed to by Butch Rule indicating 60-year life for steam.
l Conversations with Tom Delawder and Don Gin indicating will use sites

indefinitely, as long as economically feasible. Similar data in expert rate
case testimony.
Land leases with Navajo for Four Corners and Navajo sites with 50-year
term and 25 year extension.
Conversation with Don Gin that TEP would extend leases but not with
certainty.
Contact with APS on life for Four Comers-currently using extended 75-
year life. .
Contact with PNM and SRP on Navajo and San Juan-still using approx.
40-year life.
Cost benefit analysis from Mike Sheehan indicating that at the end of 60
years, technology and fuel pricing could make Irvington gas units
obsolete.

•

Conclusions
Extend gas turbines to 40-year life.

June implementation savings approx. $174,000/mo,
April implementation savings approx. $172,000/ mo. but pick up Apr and
May.

TEP(0402)031212
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Extend Steam to 60 years with Four Corners and Navajo 50 years
June implementation savings approx. $1,434,000/ mo. incl. Springerville
Unit 2 and $973,000 exe. Springerville.
April implementation savings approx. $1,430,000/ mo. incl. Springerville
Unit 2 and $969,000 but pick up Apr and May.

•

Other Options Considered
Extend all Steam to 60 years

$1 ,648,000 incl. Springerville Unit

•

June implementation savings approx.
2 and $1,187,000 exe. Springewille.
April implementation savings approx. $1,638,000/ mo. or $1,180,000.

•

Extend Four Corners and Navajo to lease end (75 years)
June implementation savings approx. $1,7l 1,000 incl. Springezville Unit
2 and $1,250,000 etC. Springefville.
April implementation savings approx. $1,709,000/ mo. or $1 ,247,000•

Follow Up
• Discuss water supply and environmental concerns related to coal

generation sites.
Coordinate with other participants on shared sites. Depreciation life
should be in line with ARO life.

Decision
Extend gas turbine lives to 40 years effective April 1. Will increase
depreciation expense by $l72,000/ me. and $1,548,000 for the year.

• Extend the lives of the gas steam units at Irvington to 60 years, effective
April 1. Will increase depreciation expense $182,000/mo. and
$1,638,000 for the year.

Other lives will be re-evaluated as work completes for the asset
retirement obligation FASB.

TEP(0402)0312"l3
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Descry son And .

Steam Production:

Four Corners Unit 4 -

311

a12

314

315

316

317

Four Comers Unit 5 -

311

312

314

315

315

317
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY FIRST SET OF DATA REQUESTS
DUCKET NO. E-01933A-07--402 et al.

February 1, 2008

LA-21-9. Depreciation. For each month, January 1, 2002 through December 31, 2006,
please identify and list, by Plant and account, each balance to' whiCh"TEP
applied the depreciation rate that was established in Decision No. 59594, and the
new revised depreciation rates that TEP begin applying to such account on
4/1/02, 1/1/03, 7/1/04 and 4/1/05, respectively:



Navajo Unit 1

311

312

314

315

318

317

Navajo Unit 2

311

312

314

315

316

317

Navajo Unit 3 -

311

312

314

315

316

317
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY FIRST SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0_02 et al.

February 1, 2008



Navajo Common -

310

311

312

315

315

San Juan Unit 1-

311

312

314

315

315

a17

San Juan Unit 2 ..

311

312

314

315

318

317

San Juan Common -

312
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY .FIRST SET OF DATA REQUESTS
DQCKET no. E-01933A-07-0402 et al.

February 1, 2008



Springerville Unit 1

311

312

314

315

316

Springerville Unit 2

311

312

314

315

316

Springerville Unit 1 Common -

310

311

312

314

315

316

Springerville Unit 2 Common

310
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY FIRST SET OF DATA REQUESTS
DOCKET no. E-01933A.07-0402 et al.

February 1, 2008



s11

312

314

315

316

Springewilie Coal Handling -

312

Sundt Unit 1

311

312

314

315

316

Surndt Unit 2 -

311

312

314

315

315

Sundt Unit 3

311

4
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY FIRST SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

February 1, 2008



312

314

315

316

Sundt Unit 4 -

311

312

314

315

316

Sundt Coal Conversion

311

312

314

315

316

Sundt Coal Handling -

312

315

Other Production :

Demoss Petrie Gas Unit 1
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TUCSON ELECTRIC POVVER COMPANY'S
RESPUNSES TO STAFF'S

TWENTY FIRST SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

February 1,2008



341

342

344

345

346

Sundt Gas Unit 1

341

342

343

344

345

346

Sundt Gas Unit 2 -

341

342

343

344

345

348

North Loop Gas Unit 1

341

343

9 1
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STA.FF'S

TWENTY FIRST SET OF DATA REQUESTS
DOCKET NO. E-01933A-07-0402 et al.

February 1, 2008



344

345

346

North Loop Gas Unit 2 -

341

343

344

345

346

North Loop Gas Unit 3

341

343

344

345

346

North Loop Gas Unit 4 -

341

342

344

345

346
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY FIRST SET OF DATA REQUESTS
DOCKET no. E-01933A-07.0402 et al.

February 1, 2008
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY FIRST SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

February1, 2008

RESPONSE : TEP objects to this data request, as Ir is unduly burdeNsome and would require
the full-time dedication of one employee to this project for approximately three
weeks. Without waiving its objections, TEP answers as follows:

In essence, Staff is asking that TEP recompute its monthly depreciation accruals
for the period of 2002 through 2006, this is 60 months. TEP computes
depreciation based on the average of the beginning and ending plant balances in
each category each month, thus TEP utilizes 120 monthly amounts and 134
Generation depreciation cost categories. This r computation is tantamount to
approximately 16,000 separate calculations. Computing depreciation provisions
is a highly complicated and time-consuming process and, given this volume of
computations, TEP makes these computations in its Fixed Asset System instead
of manually. To attempt to replicate these' Calculations rhanually'is'highly
impractical.

RESPONDENT: Carl Dabelstein

WITNESS : Karen Kissinger
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ADIT - The ADIT is calculated as the balance of the deferred gain at the end of
the test year times the tax rate.

36)Moratorium Reduction/Lease Expense:

a. Description - TEP is involved in four major leases, Springerville Unit 1,
Springewille Common, Springerville Coal Handling, and Irvington Unit 4. For
Books, these are treated as capital leases, but both rates and tax treat the leases as
operating leases. Ratemaking uses a straight line basis to determine lease expense
while tax uses actual cash payments. During the financial restructuring of the
Company in the early 1990s, no lease payments were made during the
moratorium period (February 1990 through December 1992). The amounts were
restrucmred into the new lease agreements to be amortized over the life of the
respective leases beginning in 1992. Tax deducted lease expense during the
moratorium period. As a result, Tax reduces cash lease expense by moratorium
amortization for the period. Lease expense related to Springerville Unit l is
excluded for ratemaking.

TEP purchased a portion of the SGS Common Lease Debt Equity in 2001
(Hubbell). The asset is not included in rate base and lease expense for both rates
and tax is calculated as if the Hubbell transaction had not occurred. A similar
transaction occurred in 2006 for the SGS Unit l lease (Comcast), but as described
above, SGS Unit l lease expense is excluded.

b. Schedule M - The schedule M is calculated as the difference between the straight
line and cash lease expense, net of moratorium amortization. Since activity
related to Unit l is not included in the case, no schedule M is calculated for this
lease.

ADIT - ADIT is calculated as the difference between the balance of the lease
obligation under the straight-line and cash methods (adj used for moratorium
reductions), times the tax rate. ADIT related to the Unit 1 lease is excluded from
rate base.

37) Pension :
|

I
I
I

a. Description - For book purposes, the net periodic benefit, as actuarially
determined, is charged to expense throughout the year. For tax purposes, the
actual contributions to the plan are deductible. Contributions are deemed to have
been made to the plan as of its year end if they are made before the due date of the
Federal income tax return. Some pension expense is capitalized to construction
work in process. Book and tax capitalize pension expense at the same rate. For
ratemaldng, pension expense is computed the same as it is for books with
adjustments for the most recent actuarial information. In addition, pension
expense allocable to Springerville Unit l is excluded.

i
t

i
1

Schedule M - When TEP's balance sheet accounts for pension regulatory
deferrals, pension liability, and pension other comprehensive income (OCI) are
combined the company is in a prepaid position. In prior rate cases TEP was not
allowed to include prepaid pension in rate base. As a result no schedule M is
included in the calculation of current and deferred income taxes.

i
I
I

G:\TAXSVCI8\Ralc C'ascs\TEP\l2-31-06 TcS! Ycar'Non Plant Sch Ms and ADIT M¢mo.doc
i

i
|

c.

c.

b.

TEP(0402)003252 i

E
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TUCSON ELECTRIC POWER COM:PANY'S
RESPONSES TO STAFF'S FIRST SET

OF DATA REQUESTS
DOCKET nos. E-01933A-07-0402 et aL

November 16,2007

STF 1.122 Otiher Deferred Credits. Refer to Schedule E-1. Please identify each item
included in Other Deferred Credits on the Company's balance sheet for
each month of the test year and each month subsequent. For each item,
please indicate whether it has been accounted for in rate base for the test
year. If an item has not been accounted for in rate base in the test year,
please provide a brief e 1anadon of why not.

RESPONSE: TEP is in the process of gathering this information and will provide the
response to this data request shortly.

SUPPLEMENTAL
RESPONSE : Please see STF L 122, Bates Nos. TBp(0402)020041 tO

TEP(0402)020042, on the enc losed CD f or  a breakdown of  Other
Deferred Credits.

In the List provided in STF L 122, two items are included as reducions of
test year rate base. These items are the Asset Retirement Obligation credit
balance of $4,495,821 and the Microwave Equipment credit balance of
$2,327,484.

The remaining items in the list provided in STF 1.122 have not been
included in the test year rate base because they do not represent funds that
have been collected from ratepayers.

RESPONDENT: Amy Teller and Janet Zaidenberg-Schrum

WITNESS: Karen Kissinger and Dallas Dukes
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DQCKET NO. E-01933A_07-0402 et al.

January 14, 2008

STF-14-30. Other Deferred Credits. Refer to the response to STF 1.122. Please
indicate exactly where the reductions to rate base in the amounts of
$4,495,821 and $2,327,484 for Asset Retirement Obligations and
Microwave Equipment, respectively, are reflected on Schedule B-1.

RESPONSE: Please see Schedule B-1, Line 8. The total of $6,823,000 (rounded to the
thousands) is the sum of the $4,495,821 and $2,327,484 for die Asset
Retirement Obligations and Microwave Equipment.

RESPONDENT : Janet Zaidenberg-Schrurn

WITNESS : Karen Kissinger
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ADIT -- Since prepaid pension is not included in rate base, the ADIT associated
with prepaid pension is excluded from rate base. Since OCI is not included in
cost of service or rate base calculations, Minimum Pension Liability ADIT is
excluded from rate base as well.

38)Property Tax:

a. Description - For book purposes, generation property taxes are calculated on an
accrual basis while T&D taxes are calculated on a cash basis method. For tax
purposes, both business units are on an accrual basis. For ratemaldng, property
taxes are recalculated based on property information as of the end the test year.
No consideration is given to the timing of the property tax payments. Therefore,
ratemaking is also on an accrual basis for all business units.

b. Schedule M - Since there is no ratemaldng/tax timing difference, no schedule M
is required.

c. ADIT - Since there is no raternaldng/tax difference, the ADIT recorded for this
book/tax timing difference will be excluded from rate base.

39)Rabbi Trust:

a. Description - TEP has a deferred compensation plan and for Books, compensation
expense is recorded at the time of each deferral and the obligation under the plan
is recorded as a liability. Subsequent market value changes in the deemed
investments are also recorded to compensation expense and ro the liability. For

tax purposes, no deduction is allowed until the deferred amounts are recognized in
the income of the deferring employee. Ratemaking treatment is the same as it is
for books.

b. Schedule M - The schedule M is calculated as the difference between the book
and tax expense.

ADIT - ADIT is calculated as balances in the Rabbi Trusféssei- and liability
accounts adjusted for cash contributions times the tax rate.

40) Reclamation Costs - San Juan/Four Corners:

a. Description - For books, post term reclamation costs are being accrued over the
remaining life of the coal supply agreements for San Juan and Four Corners. For
tax purposes, these expenses are not deductible until they are paid. Ratemaking
treatment is the same as it is for books.

b. Schedule M ._ The schedule M is calculated as the amount of reclamation costs
included in test year expenses.

c. A.DIT .- ADIT is calculated as the reclamation liability times the tax rate.

41)Regulatory Asset Amortization :

a.

i!
Description - For ratemaking, a regulatory transition asset has been included in
rate base. The asset is being amortized over 4 years, therefore % of the asset has
been included in the cost of service calculation. The asset is made up of the
following items:

8 .

I

i
I
I

GI\'IIAXSVLIS\Rale L`ascs\TEP\l2-31-06 Test Year\Non Plant Sch Ms and ADIT Memo.doc

c.

c.

TEP(0402)003253

i
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ADIT .... Since there is no ratemaldng/tax difference included in this filing, the
ADIT recorded for this book/tax timing difference will be excluded from rate
base.

50) UET Rent:

a. Description -. For book purposes, TEP has an operating lease for the UniSource
Energy Tower and expense is recognized on a straight-line basis. Tax also treats
the lease as an operating lease, but expense is recorded based an actual cash
payments. Ratemaking treatment is the same as books.

b. Schedule M - The schedule M is calculated as the difference between the straight
line and cash lease expense.

ADIT .-
tax rate.

ADIT is calculated as mc balance of the deferred lease liability times the

51 ) Vacation :

a. Description - For Books, vacation expense is calculated based on vested vacation
leave. For tax purposes, no deduction is allowed until payments are made to
employees. Ratemaking treatment follows books.

b. Schedule M - Vacation expense is considered a "quick turnaround" item for
ratemaking. No schedule M is required.

ADIT - Since this is a "quick turnaround" item, the ADIT recorded for this
book/tax timing difference will be excluded from rate base.

52) Voluntary Severance:

a. Description - For book purposes, voluntary severance expense is accrued based on
due present value of estimated fixture payments. For tax purposes, deductions are
allowed as cash payments are made or to the extent cash payments are made
within 2 % months of the end of the year. Ratemaking treatment follows books.

b. Schedule M - The schedule M is calculated as the difference between the expense
accrued and the cash payments during the test year. i

c. ADIT - ADIT is calculated as the balance of the severance liability times the tax
rate.

53) Arizona Enterprise Zone Credit

a. Description .- Arizona provides a tax credit to employers who increase their
average full-time employment at business locations located within enterprise
zones. The credit can be up to $3,000 per employee over a 3 year period.

x
\
l

b. Tax Credit Calculation - AS year average is used to compute the credit. Credits
related to Springerville are excluded since theserelate to employees hired to run
the operations of Unit 3.

s

8
I
!

54) Arizona Pollution Control Equipment Credit
5I

a. Description - Arizona provides a 10% tax credit up to $500,000 for pollution
control equipment placed in service during the year.

I
1

i
i

G:\TAXSVCS\Rate Cascs\TEP\l2-31-06 Test Year\Non Plant Sch Ms and ADIT Memu.doc

c.

c.

c .

TEP(0402)003257
E
i
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Schedule M .- Since the short term sales exclusion removes the effect of FAS 133
Derivatives tram the tiling, no schedule M is required.

ADIT ._ Since there is no ratemaking/tax timing difference, the ADIT recorded on
the book/tax timing difference will be excluded from rate base. [ii addition,
since other comprehensive income is not considered in ratemdcing, the recorded
OCI ADIT is excluded from rate base.

24) FAS 143 Asset Retirement Obligation - Accretion Expense:

a. Description -. FAS 143 requires entities to record the fair value of a liability for a
legal obligation ro retire an asset in the period in which the liability is incurred.
Over time, the liability is adjusted to its future value by accruing accretion
expense to account 411.10. For tax purposes, no deduction is allowed until the
retirement costs are acmally paid.

Schedule M ... Accretion expense is not a component of cost of service so no
schedule M is required.

c. ADIT - Since dlere is no ratemakingjtax difference, the ADIT recorded for this
bookltax timing difference will be excluded from rate base.

25)Gain on Reacquired Debt:

a Description - For book purposes, TEP amortizes gains on reacquired debt over
the remaining term of mc debt. For tax purposes, the gain is recognized in the
year of the gain. For ratemaking, gains are amortized below the line inaccount
429.

c.

Schedule M - Gains on reacquired debt are not a component of cost of service.
Therefore, a schedule M is not required for this item.

ADIT - Since there is no ratemalldng/tax difference, the ADIT recorded for this
book/tax timing difference will be excluded from rate base.

I

26) Grand Canyon Trust Reserve - San Juan:

3. Description - TEP has accrued expenses for environmental liabilities for the San
Juan Plant. For tax, these expenses are not deductible until paid, Ratemaking
treatment is the same as books.

b. Schedule M - The schedule M is calculated as the change in the balance bf the
liability.

c. ADIT - ADIT is calculated as the balance of the liability times the tax rate.

27)Investments - Inf com:

3.

g
I

Description - TEP has a common stock investment in Inf com International.
Inf com sells software systems to the hotel industry. For book purposes, TEP
recognizes income or loss under the equity method. For tax purposes, no gain or
loss is recorded until TEP sells its investment. For ratemaking, income is
recorded below the line in account 421.

1
1
8
f

I
I
!II

b. Schedule M - Since this is a below the line item, a schedule M is not required.

G:\TAXSVCS\Ratc Cases\TEP\l2-3 I -06 Test Year\Non Plant Sch Ms and ADIT Memo.doc

iI
I
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5

{
I
:
I

b.

c.

b.

b.

TEP(0402)003249
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Tucson Electric Power Company

ADIT Lead Schedule

As of December 31, 2006
G:\TAXSVCS\Rale Cascs2TEP\12-3 l -06 Tcsx YeanADIT\[ADlT Summary Schedule 2006.xls]l Lead

Account 190

Cost of Goods Sold

Customer Advances

Dividends Equivalents

FAS 106 & FAS 112

Grand Canyon Trust Reserve - San Jaun

Long-Term incentive Compensation

Microwave Equipment

Moratorium Reduction/Lease SL vs. Cash
Rabbi Trust

Reclamation Costs
Restricted Stock 8L Executive Performance Share

SERP

Stock Options

UET Lease

Voluntary Severance

Total Account 190

L 3 C

I C E

See 1,1

1 3 1

l . 3 K

a c

1.31

ISM

L 3 K

l . 3 M

See 1.2

1.48

Sc: 1.2

l . 4D

1.4F

Full Cost

. l`,0l10,936

2,303,388

313,265
20,497,276

277,465

242,609

921,684
8,498,51 I

1,516,838
1,014,103

902,911
2,160, 185

384,93 l
119,536

19,946
40, l83,583

130

Hybrid

... 1',01'0,935

2,303,388

313,265
20,497,276

277,465

242,609

921,684

8,498,511
1,516,838

708,041

902,911
2, 160,185

384,931

119,536

19,946

39,877,522

Account 282

Net Plant ADIT

Total Account 282

Plant Section -248,222,562

-248,222,562
-233,403,675 Ar

-233,403,675

Account 283

Regulatory Asset

Lee Ranch Coal Spur

Total Account 283

1.4H

1.4K

-9,268,279

- 196,009

-9,464,288

-9,268,279

-196,009
-9,464,288

Grand Total -217,503,266 _202,990,441

' These are the only changes in ADIT b¢twecn Full Cos! and Hybrid scenarios.
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 8, 2007

LA 11.4 Customer Care and Billing System. Refer to MI. DeConcini's testimony
at page 14. (a) Please identify all costs in the 2006 test year, by account,
related to the Customer Care and Billing System. (`b) Please identify the
total cost of the CC&B for 2006, and show in detail how the total CC&B
cost is allocated among TEP and other affiliates. (c) Please identify each
TEP affiliate which used die CC&B in 2006, and explain in detail the
extent and nature of the affiliate's use. (d) Please identify each TEP
affiliate which is expect to use the CC&G in 2007, 2008 or 2009 and
explain in detail the nature of each affiliate's use.

RESPONSE: (a) The 2006 costs for the Customer Care and Billing System
("CC&B"), by account, were as follows: ,

FERC
0404
0408
0903
0921
0922
0925
0926

Net Amount

1,304, 186.32
38,138.59

1 ,755,7S4.75
298,000.04
46,388.62

459.06
157,534.77

3,598,472.26

The 2006 CC&B costs above include Labor and Depreciation.

Labor and Depreciation were not included in the CC&B
normalization pro-forma because they were included in other pro-
forma adjustments.

(b) The total cost for CC&B in 2006 was $3,598,472.26. CC&B was
implemented at TEP in April 2006 and at UniSource Energy
Services, Inc. in April 2007. The CC&B costs are allocated among
TEP and affiliates based on the customer count in each company.

(<=>

(d)

Only TEP, no affiliates, used CC&B in 2006.

Beginning in April 2007, both UNS Gas, Inc. and UNS Electric,
Inc. began using CC&B and are expected to continue to use the
system in the future. CC&B supports the primary business
functions liSfedbeloivv f`6i' all three companies that currently use it:
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 8, 2007

• Customer information and relationship management,
including letter production, premise, landlord, contact, and
contract management,

Billing, including invoice billing, budget billing, discount
programs, and canceling/rebilling;

Meter reading, including estimation,
management,

Credit and collections, including payment arrangements,
security deposits, bad debt recovery and write-off,

Payment processing, including automatic recurring
payments, online payments, and returned payments,

Financial adjustments, including refunds and rebates (via
interface to accounts payable system),

Stop, start, and transfer service;

Field order processing, including appointment blocks,
dispatching, and printing orders;

and route

Meter Management, including non-meter devices and
equipment, inventory, stock location, and testing,

Rates calculation engine, and

To do list processing - work queue management.

RESPONDENT : Michael Daranyi

WITNESS : Dallas Dukes
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 8, 2007

LA 11.37 PPFAC Luna Energy Facility capacity adjustment. Refer to MI.
Hatchers' testimony at page 41. (a) Please identify and explain all costs
recorded by TEP for Luna Energy Facility capacity costs for the 2006 test
year, by account. (b) Please identify and explain all costs anticipated to be
incurred by TEP for Luna Energy Facility capacity costs for each year,
2008 through 2010 by account. (c) Please provide a comparison of the
actual costs and anticipated costs identified in parts a and b, above, with
the TEP's proposed pro forma capacity costs for the Luna Energy Facility.

RESPONSE: (a) Please see LA 11.37 (a) on the enclosed CD for all non-fuel
expenses recorded by TEP for the Luna facility during the~ test
year. Since the Luna facility was ̀ m-semlce for only a portion of
the test year, the amounts recorded have also been annualized for
illustrative purposes.

(*>) Please see the Excel ile LA.ll.37 (b) on the enclosed CD for
capacity-related costs forecasted for the period 2008 through 2010.
The Excel file on the enclosed CD is not identified by Bates
numbers.

(c) The actual test year costs provided in part (a) above, annualized for
a £1111 year of service, total approximately $4 million. However,
this amount does not include any return on the Company's capital
investment nor any costs related to periodic maintenance
overhauls. The Company's forecast of capacity-related costs
provided in part (b) above, which is based on the Company's
actual capital investment in LuNa and Other forecasted costs, is
approximately $14 million per year. This amount is only slightly
lower than the proposed demand charge of $7 / kW / month, Br $16
million per year. Please see the response to LCG 7.22 for an
explanation of why this demand charge is being proposed

RESPONDENT: Kenton Grant

WITNESS! Kenton Grant and David Hutchens
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Response to LA 11-37 (a)

Tucson Electric Power Company
Luna Energy Facility

Test Year Non-Fuel Costs as Recorded

($0605)
Test Year
Amount

Annualization
Adjustment

Annualized
Amount

Operations and Maintenance
79130 Accretion Expert 0411 Def IT Cr-Oper I
79200 Other A&G Expert 0500 Steam Prod Oper-
79200 Other A&G Expert 0546 Other Prod Oper-
79200 Other A&G Expert 0556 Sys Control/Load
79200 Other A&G Expert 0560 Trans-Oper Supv
79200 Other A&G Expert 5611 Load Dispatch-Re
79200 Other A&G Expert 5612 Load Dispatch-Mo
79200 Other A8.G Expert 5613 Load Dispatch-Tr
50ooo Wages 0920 A&G Salaries
51500 Materials & Sup 0921 Office Supplies/
52000 Outside Service 0923 Outside Services ,
52100 Outside Service 0923 Outside Services
56040 Property Insurer 0924 Property Insurant
70550 Other Pensions 0926 Pensions & Benef
78100 Injuries & Dama 0925 injuries & Damag
79200 Other A&G Expert 0553 Mai ft Gen & Elem
Total

$3
1

1,727
85

6
6

13
17
0

33
21
32
87
27
12
28

$2,096 1 .333 $2,795

Depreciation and Amortization
56550 Dear-Building/S 0403 Depreciation Exp
56650 Amort .. Land Ri 0403 Depreciation Exp
56700 Depr-Machinery 0403 Depreciation Exp
56920 Amory - Asset R 0403 Depreciation .Exp

Total

$234
28

629
0

$891 1 .333 $1,188

Taxes Other Than Income Taxes
50200 Payroll Taxes 0408 Taxes Other Than $8 1.333 $11

Total Non-Fuel Expense $2,995 $3,993
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Response to LA-37 (b)

Tucson Electric Power Company
Luna .Energy Facility

Forecast of Non-Fuel Cost

($000s) 2008 2009 2010

O&M Expense
Outage Expense

Total O&M Expense
Depreciation Expense
Property Tax Expense

Total Non-Fuel Expense

$5,502
1,200

$6,702
1 ,242

435
$8,379

$5.667
1,400

$7,067
1,211

434
$8,712

$5,837
0

$5,837
1 ,193

443
$7,473

Beg. Plant in Service
Beg. Accumulated Depreciation
Beg. Net Plant in Service
x Pre-Tax ROR

Return & hicome Taxes

$48,891
(2,052)

$46,839
11 .55%
$5,4l10.

$50,920
(3,294)

$47,626
11.55%
$5,501""

$53,744
(4,504)

$49,240
11.55%
$5,587

Total Non-Fuel Cost $13,789 $14,213 $13,160
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S FIRST SET
_ OF DATA REQUESTS
DOCKET nos. E-01933A-07-0402 et al.

November 1, 2007

STF 1.99 Injuries and Damages. State the amount of injuries and damages expense
for each of the last three years, and for the test year, by account

RESPONSE : Please see STF 1.99 (Injuries and Damages), on the enclosed CD, for a
spreadsheet file mntaining the requested information. The Excel file on
the enclosed CD isnot identified by Bates numbers.

RESPONDENT :

WITNESS :

Mina Brings

Dallas Dukes
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BAUANCE QUERY Period Name; DEC-06, DEC-05, DEC-04, DEC-03, Company: 002, FERC: 0925

Account Description

TUCSON ELECTRIC POWER COMPANY
DATA RESPONSE STF 1.99 INJURIES AND DAMAGES

TEST YEAR ENDING DECEMBER 31, 2006

DEC-03
422,123.49

DEc-04
523,418.10

DEC-05
526,551.41

n
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i
l
I!

20.412.21
210,393.90
48,257.88

15,010.08
222,313.91

24,070.00
1 _353.00

78,973.64I

8
64,105.52

10,324.67
221 ,403.36
20,713.94
34,517.03

130,226.30
2,360.39

41,183.18
116,568.80
13,271.76

2,577.58

8
i
I

!
!
iI
i

1i
9
|g

Wages
Incentives
Payroll Taxes
Workers' Compensation
Materials & Supplies
Outside Services-Consultants
Outside Sew-Contractor & Supple
Outside Services-Advertising
Outside Services-Other
Transportation Usage
Vehicles & Equip - Rentals
Equipment Maintenance
Telephone Usage
Officers & Directors Liability
General Liability
Workers' Compensation
Injuries 8- Damages
Travel
Printing & Mailing
Other A8tG Expense
A&G Expense Transferred

1_110,240.47
797,417.00
(23,883.90)
506,475.75

5,930.06

TY .. DEC-06
588,877.20

1,399.44
16,498.97

215,246.11
17,302.45

125.00
81 ,180.21
4,141 .98

481 ,019.51
37,912.92
9.6s9. 18
5,753.12

770.30
1,066,125.52

702,735.97
588,495.94
704,713.12

10,073.71
197.00

8,319.99
(7,666.99)

4,632,881.65

50000
50100
50200
50250
51500
52000
52020
52040
52100
55000
55010
55020
56020
78000
78010
78040
78100
79010
79070
79200
79300
Sun\

712.00
47,257.56

6,712.00
475.86

. 34.32
341 ,79B.58
500,851 .05

57,165.93
435,143.51

9,249.98
6.92

27,422.40
(591 .49)

2,191 ,532.62

917.94
52,943.14

9,109.93
425.44
84.77

844,956.43
744,733.29
113,140.68
422,244.33

9,853.64
2,421 .00

30,852.60
(7,372.16)

3,089,449.76

11 ,714.12
(9,481 .92)

3,518,210.00

I
t
a

i

i

a
I
i
i
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i
I

i
i
1

g
i
8

i
I
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;
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET NO. E-01933A-07-0402 et al.

January 14, 2008

SIF-14-22. Injuries and Damages. Refer to the response to STF 1.99 and the table
below. Please explain iillly and in detail why the amounts in the
referenced accounts increased so much in the test year compared to the
prior years. In addition, why is the amount for Officers & Directors
Liability so much higher in 2005 and 2006 than it WasiNIZ003 and'2004?

Acct Description

52100 Outside Services-Other

78G40 Workers' Compensation

78100 Injuries & Damages

2003 2oo4

s 712 918 s

s 57,166 s 413.141 s

$ 435,144 s 422,244 s

Total s 493,021 s 535,303 $

s

Test Year

2005 2006

41,183 s 481,020

(23,884) s 588,495

508,476 s 704,713

523,775 s 1,774,229

RESPONSE : Please see STF-14-22 on the enclosed CD for a spreadsheet fi]e
containing the explanations for the increased test year amounts compared
to prior years. The Excel tile on the enclosed CD is not identified by
Bates numbers.

RESPONDENT: Mina Brings

Dallas Dllk€sWITNESS:
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TUCSON ELECTRIC POWER COMPANY
DATA RESPONSE STF 14.22 INJURIES AND DAMAGES

TEST YEAR ENDING DECEMBER 31, 2006

JERY Period Name: DEC-06, DEC-05, DEC-04, DEC-03, Company: 002, FERC: 0925

Description DEC-03 DEo4>4 DEC-O5 TY - DEC-06

Outside Services-Other
Coded to 18310/alloc to 56000

712.00 917.94
745,768.12

41,183.18
874,823.98

481,019.51 A

746,6BB.0S 915,807.16

The change from year to year is due the change in the coding location of invoices. In 2003 & 2004 invoices
for Tucson Video Systems were coded to 18310 which is a clearing account. The Clearing account was
used to allocate the expense to different TEP cost centers. It was allocated to GL Account 56000
(Building Expense) with FERC varying (0566, 0588, 0506, 0921, 0903), based on the cost center
Amounts also varied based on the addition of security camera and equipment, and maintenance agreements
between 2004 and 2005. At the end of 2005 and continuing on in zoos, TEP has changed venders from
Tucson Video Systems (Tvs) to Pre Ventronics. Pre Ventronics offered a better maintenance and security
contract then WS, based on what was actually done for TEP. WS contract was a set amount per month
no matter what they did for TEP. WS contract was approximately $300k in 2004 and $17BK through Sept 2005.

The new vendor contract began in October of 2005

Officers & Directors Liability 341 ,798.58 844,955.43 1,110,240.47 1,0SB,126.52 B

The reason the amount for Officers and Directors Liability is higher in zoos & 2008 compared to 2003
& 2004 is a combination of coming off of a 3 year guaranteed premium policy term, the events of 9/11 ,
collapse of Enron and subsequent claims from that, hard insurance market and increased reinsurance costs.
Also, additional layer to keep limits at $90M, since ElM decreased limits.

Workers' Compensation 57,165.93 113,140.58 (23,883.90) 588,495.94 c

78040 Summary by transaction
2004 2005 2006

60,579.26 222,999.98 70,743.03

83,994.48
240,000.00

70,686.52
288,000.00

100,993.50
156,000.00

36,402.18 (133,84-4.94) 285,913.18

Invoices
J176 - Prepaid Insurance Prepaids
USD
J025 - Workman Comp. Expense
J03O Quarterly Workman's
Adjustment USD
J169 Accrue Worker Comp.
Pensions & Benefrts USD
Allocate WC to SGS O&M Projects
Work Comp Credit
Misc
Adjustments/Accrua!s/Reversals

64,433.38
(91,019.90)

(281,248.70)

(99,0G6.48)
(91 ,020.06)

(2B1 ,B3B.92)

374,830.44
(91 ,019.99)

(308,964.22)

0.00
113,140.68

0.00
(23,883.90)

0.00
588,495.94

The majority of the changes year over year is the actual Workers Comp expenses identified in
JE's, J025 and Joho. The purpose of JO25 is to recon an estimated amount per month based on
prior year activity & J080 is to trueup the estimated worker's compensation (JO25) claims to
reflect actual activity for the quarter. TEP is self-insured for worker's compensation claims
up to $250K per claim, so Joan records actual expense per claims. in 2004 claims were $27Sk
while there was a decrease in claims in 2005 to $i54k and 2006 increased significantly to $4»45K .
J169 is also affecting the change year over year and is related to J030. J169 is based upon a
Standard Loss Report provided by the administrator and designed Io estimate probable future
payments based on current information about known claims.
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in}uries & Damages 4355143.51 422,244.33 506,475.75 704,718.12 D

781 of Summary by transaction
2804

167,752.41
0.00

18,417.58
78,397.90

221,790.7'1

zoos 2006
329,319.75

10,106.63
14,837.00
33,810.35

298,058.81

invoices
J195 Luna O & M Accrue! USD
J196 FC O & M Accrual USD
J1g7 NV O&M Accrual USD
J198 SJ O & M Accrual USD
Misc
Adjustments/Accruals/Reversals

294,649.35
0.00

19,418.53
46,25B.79

164,469.01

(62,114.27>
422,244.33

(1 a,319.94)
506,475.75

18,580.58
704,713.12

The increase from 2003 to 2004 compared to 2005 and 2006 is simply the increase in actual
injuries and damages activity paid out by TEP. See tabs 7a100-2006, 78100-2005, 7a100-2004
for vendor payout information .
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTLENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0492 et al.

January 31, 2008

LA420-11. Injuries and damages. Refer to the response to STF 14.2.

a. Please identify, quantify and explain 'm detail each expense
comprising the $41,183 in 2005 and $481,020 'm 2006 'm account
52100, Outside Services Other.

For account 52100, please provide comparable total charge
information for 2003, 2004 and 2005 for Tucson Video Systems
that were coded to 18310 which is a clearing account. Also, for
each year, show the amount cleared from account 18310 for such
charges into each expense account.

Please provide the 2007 year-to-date expense 'm account 52100,
Outside Services Other.

Provide the complete contract with Pre Ventronics, including all
amendments.

Please identify the set amount per month in the Pre Ventronics
contxact-

--.,

f_ Please identify the monthly amounts of expense recorded by TEP
in 2006 and 2007 for the Pre Ventronics contract.

Please identify, quantify and explain all other charges recorded by
TEP in Account 52100 other than the expenses paid for the Pre
Ventronics contract*

Please conlirnn that, iN the recent UNS Electric case, Mr. Dukes
agreed that the test year amount of Workers' Compensation
expense in account 78040 was abnormal and should be adjusted to
a nonna level based upon a three-year average of 2004 through
2006 information. If this cannot be confirmed, please explain in
detail the basis for Mr. Dukes' End recommended allowance for
Workers' Compensation expense in account 78040 in the UNS
Electric rate case and provide the supporting workpapers and
calculations for that amount.

h.

d.

b.

c .

e.

g.

i. Please provide year-to-date 2007 inforrinatioh for each account
listed in the response to STF 1.99.

I
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTIENTH SET OF DATA REQUESTS
DOCKET no. E-01933A.-770402 et al.

January 31, 2008

Please provide all journal entries in 2003, 2004, 2005 and 2006
made by TEP related to FAS 112. Show the amounts in each
account.

Show 'm detail hew the amounts of Workers Comp Credits Listed in
the STF-14-22 Excel file for each year, 2004, 2005 and 2006 were
derived.

Does TEP agree that the 2006 test year recorded amount in account
78040 was abnormally high, compared with each prior year, 2003
through 2005? If not, explain fully why not.

m. Does TEP agree that it would be reasonable to adjust the 2006
recorded amount in account 78040 to a nonna level using an
average of 2004-2006 similar to what Mr. Dukes' proposed in the
recent UNS Electric rate case? If not, explain fully why not. If so,
please provide TEP's suggested normalization calculation.

RESPONSE : a_ Pleélserefef f6L}*£-20-11 (Injuries-and Damages) on the enclosed
CD, for a spreadsheet, tab "(a) 52100 - 06 & 05," identifying and
explaining each expense comprising the $41,183 in 2005 and the
$48L020 in 2006 in accord# 52100, Outside Services Other. The
Excel file on the enclosed CD isnot identified by Bates numbers.

Please refer to LA~20-11 (Injuries and Damages) on the enclosed
CD, for a spreadsheet, tab "(b) TVS comparables," comparing total
charges for Tucson Video Systems for 2003, 2004, and 2005, and
showing the amount cleared firm account 18310 to each expense
account. The Excel file on the enclosed CD is not identified by
Bates numbers.

c. Please refer to LA-20-11 (Injuries and Damages) on the enclosed
CD, for a spreadsheet, tab "(c) 52100 - 2007 detail," for the 2007
year-to-date expense in account 52100 (FERC 0925), Outside
Services Other. The Excel ile on the enclosed CD isnot identified
by Bates numbers.

j.

b.

k.

d.

1.

Please see LA-20-11 (d), Bates Nos. TEP(0402)031386 to
TEP(0402)031394, on the enclosed CD for the contract with Pre
Ventronics, including all amendments.



Attachment RCS-5
Page 66 of 154

TUCSON ELECTRIC POWER com1>Any's
RESPONSES TO STAFF'S

TWENTIENTH SET OF DATA REQUESTS
DOCKET no. E-01933A_07_0402 et al.

January 31, 2008

There is no set amount per month for Pre Ventronics, like there
was for Tucson Video Systems. Pre Ventronics' charges are for
actual labor and material supplied by Pre Ventronics during the
month.

Please refer to LA-20-11 (Injuries and Damages) on the enclosed
CD, for a spreadsheet, tab "(f) Pre Ventronics charges," for the
2006 and 2007 year-to-date expenses for the Pre Ventronics. The
Excel ile LA-20-11 (Injures and Damages) on the enclosed CD is
not identified by Bates numbers.

Please refer to LA-20-ll (Injuries and Damages) on the enclosed
CD, for a spreadsheet, tabs "(a) 52.00 - 06 81. 05" and "(c) 52100
- 2007 detail", for all charges other than Pre Ventronics'. These
two tabs identify everything that was charged to account 52100.
The Excel File LA-20-11 (Injuries and Damages) on the enclosed
CD is not identified by Bates numbers.

Identified in Mr. Dukes Rejoinder Testimony in the recent UNS
Electric, Inc. ("`UNS Eleclric") case, MI. Dukes agreed that a
reduction was appropriate to reflect normal and recurring expense
regarding the workers compensation expense account only.

i. Please refer to LA~20-11 (Injuries and Damages) on the enclosed
CD, for a spreadsheet, tab "(i) 2007 FERC 0925 balances," for the
2007 year-to-date information for each account listed in the
response to STF 1.99. The Excel ile on the enclosed CD is not
identified by Bates numbers.

j. Please refer to LA~20-11 (j), Bates Nos. TEP(0402)031395 to
TEP(0402)031498, OD the enclosed CD for the 2003, 2004, 2005,
and 2006 journal éntrieé'168, .ahdl168 re1atingl£d FASI112.

k.

h.

g.

e.

The Workers' Compensation Credits identified 'm account 78040
for 2004, 2005 and 2006 are derived through the Peop1eSoR
system when payroll is generated Employees are set-up in
Peop1eSo8 with a job code, and these job codes link to worker
compensation codes based on the risk factor of the employees
position. The rates associated with each of these codes are
multiplied by the employee earnings during the period and
recorded in the 78040 account.



Il\llll\l\ u I

Attachment RCS-5
Page 67 c>f 154

TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTIENTH SET OF DATA REQUESTS
DOCKET no. E-01933A_07-0402 et al.

January 31, 2088

Yes, TBP agrees that the 2006 test year recorded amount is
abnormally high.

Yes, TEP agrees, that it would be reasonable to adjust the 2.006
recorded amount.

RESPONDENT:

WITNESS'

Milka Brings

Dallas Dukes

111.

1.
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 14, 2008

STF-14-3. Crediting of wholesale revenues through the PPFAC. Please refer to the
response to Staff data requests LCG 6.12(g)(iv) and LCG 7.9.

f_

g.

h.

b.

a.

c .

d.

e.

i.

Please identify and explain in detail exactly how TEP proposes to
credit wholesale revenues through its proposed PPFAC.

Please identify al l  accounts in which TEP records wholesale
revenues.

Please identify the amount of TEP wholesalerevenues, by year,
for 2000 through 2007. Provide this information by account. If
exact amounts are not available, provide TEP's best estimates,
and show in detail how such estimates were calculated.

Please identify the costs directly related to the wholesale revenues
listed in response to part b, for each year. Please indicate the
amounts of wholesale related costs by account by year.

If the TEP proposed PPFAC mechanism for sharing wholesale
revenues hadbeen in place for 2004, 2005, 2006 and 2007, how
much "sharing" would TEP ratepayers have received in each
year? If exact amounts are not available, provide TEP's best
estimates, and show in detail how such estimates were calculated.
If you need to make other assumptions (such as the absence of the
1999 Settlement Agreement) in order to provide the quantitative
information requested, please state and explain such assumptions.

Does TEP forecast wholesale sales or wholesale revenue?

If the response to part f is aftirrnative, please provide TEP's most
current forecasts of wholesale sales and revenue for each year
2007-2010.

If the response to part f is negative, explain fully why TEP does
not forecast wholesale sales or wholesale revenue.

Please prov ide a comparison of TEP's forecasted and actual
wholesale sales revenue for each year 2002-2007. If  TEP has
multiple versions of wholesale sales revenue, please show each
one for each year.

Does TEP distinguish between short-term wholesale revenues and
other wholesale sales revenue? If so, please"expiain'iulfly'1and in
detai l  how TEP distinguishes between short-term wholesale
revenues and other wholesale sales revenue, and show the
amounts of  (1) short-term wholesale revenues and (2) other
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TUCS ON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 14, 2008

wholesale sales revenue, by account for each year 2002 through
2007.

RESPONSE : In the Cost of Service Methodology, TEP proposes to credit 90%
of its "Off-System Wholesale Sales Revenue" to the PPFAC. In
the Hybrid Methodology, 100% of these revenues are credited to
the PPFAC. The Off-System Wholesale Sales ReveuuejsdelUned

\ in Exhibit D,GH;l0,p12fii"of AdnninistratiOii and is essentially all
-§4""WHSlesale revenues in FERC Account 447 except Traditional
8 Sales for Resale (from Native Load Wholesale customers -
g currently . Salt River Project <"sRp">, Navajo Tribal Utility

Authority ("NTUA"), and Toho ro O'odhar:n Utility Authority .
("TOUA'. Schedule 3 of the Plan of Administration illustrates
this credo in columN (e).

\\
\
2

x

TEP records wholesale revenues in the following accounts:

FERC Account
447
447
447
447
447
447
447
447
447
447
447

TEP Account
40200
40210
40220
40230
40240
40250
40260
40270
40300
40400
40450

Please see STF-14-3 (c) on the enclosed CD for TEP wholesale
revenue. The Excel file on the enclosed CD is not identified by
Bates numbers.

TEP does not have these costs identified, except for the test year
as filed in this case.

b.

a.

c.

d.

e. Please see the response to part c. above. This response assumes
the 1999 Settlement Agreement was not in place and all fuel costs
were passed through to the customers through the PPFAC
mechanism. W holesale trading prof i ts have also not been
removed Nom these numbers .
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 14, 2008

Yes.

g. Please see STF-14-3 (g) on the enclosed CD. The forecast
information provided is based on numerous assumptions
regarding future wholesale power prices, fuel prices, generation
availability, etc. STP-14-3 (g) contains confidential information
and is being provided pursuant to the terms of die Protective
Agreement.

h. Not applicable.

i.

r

Please see STF-14-3(i), on the enclosed CD, for TEP's forecasted
and actual wholesale sales revenue for each year 2002-2007. The
Excel file on the enclosed CD isnot identified by Bates numbers.
The Excel File on the enclosed CD contains confidential
information and is being provided pursuant to the terms of the
Protective Agreement.

"""'yes. Short-term sades revenUes are deiined- as an FERC 447 ,
sales, except long-term firm contracts such as TEP's existing
SRP, NTUA and TOUA contracts and sales associated with
wholesale trading. The revenue break-down is shown on STF-l4-
3 (c), .however, the wholesale trading revenue has not. been
removed and may be substantial in certain years.

I

1

E

l

|
I

I
r

I

Q

|

I

RESPONDENT : David Hutchins (a)
Warner Jones (b)
Kevin Battaglia (c, d, e and j)
Kenton Grant (f - h)
Luc Thiltes and Kevin Battaglia (i)

WITNESS:

I

f.

David Hutchins (a, c, d e and j)
Karen Kissinger (b)
Kenton Grant (f - i)
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ADJUSTMENT NAME: Short-Term Sales Exclusion

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: June 11, 2007

PREPARED BY: v. Aguirre

CHECKED BY: M. Sheehan

REWEWED BY: D. Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

447 Sales for Resale 577,685,000

501 Fuel $30,464,000

555 Purchased Power - Energy $21 ,962,000

$77,685,000 $52,42s,ooo

Attachment RCS-5
Page 72 of 154

TUCSON ELECTR!C POWER COMPANY

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED DECEMBER 31, 2008

ENTRY TOTAL

NET ENTRY $25,259,000

Reason for Adjustment

To adjust sales for resale revenue and fuel & purchased power expense to reflect the

short-term sales exclusion.

6/14/2007 6:01 PM

TEP(0402)002618
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TUCSON ELECTRIC PGWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 11, 2007

LA 11.12 SO2 allowance sales and purchases. (a) For each of the live years ending
with the 2006
account all revenues and costs related to Tue . sale of 'SO2 emission
allowances. (b) For each o f the Eve years ending yvith the 2006 test year,
and for 2007, please identify by year and by account all costs related to the
purchase of S02 emission allowances.

test year, and .for 2007, please identify by year and by

RESPONSE: An extension was granted to TEP by the Arizona Corpdrati6n Corimiission
("Commission") Staff until January 11, 2008 TEP is in the process of
gathering this information and will provide the response to this data
request on or before January 11, 2008.

SUPPLEMENTAL
RESPONSE : (H) The revenues and costs related to the sale of  SON emission

allowances are as follows:

S02 EMMISSION ALLOW ANCE SALES

2002-2007

Account 81080

Year

Gain on SO;

Allowance Sales

(sub-acct 0000

Auction Proceeds
(1 )

(sub~acct 5998)

Commission Paid
(sub-acct 0000)

Net Revenue
Per  GL

T otal

FERC
Account

2002

2003

2004

2005 <2)

2006

2007 (3)

$532,000
. 0
2,760,000

13,475,000
6,716,250
9,790,000

$33,273,250

$78,812
85,107

165,542
407,808
472,380
260,077

$1,469,726

($400)

(5,484)

(1,250)

(3,750)

(810,884)

$610,812
85,107

_ 2,925,142
13,877,324

7,187,380
10,046,327

$34,732,092

4 1 1 8

4 1 1 8

4 1 1 8

4 1 1 8

4 1 1 8

4 1 1 8

(1) Auction proceeds relate to S02 Allowances held by a third party, which were not undo TEP's control.

(2) 2005 data Was previo'uSlylr€p6lr£édliii DR RUCO 5.10.f, however, `aMoi1ntsincluded a disefepancy that has
been corrected in this submission. April 2005,' SON allowance sales were overstated 'm the previous
submission by $1,569,2.50.

(3) 2007 sales reflect activity through September 2007, the last period for which we have publicly available
financial statements.
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET NO. E-01933A-07-0402 et al.

January 11, 2007

(b) TEP did not purchase SO; emission allowances 'm the years
presented.

RESPONDENT:

WITNESS:

Georgia Hale

Karen Kissinger
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY-SECOND SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

February 6, 2008

LA-22-24. Depreciation on generation assets. Please identify the difference in depreciation
and accumulated depreciation recorded by TEP, by plant account, for each year,
2003 dirough 2006, relating to TEP's cessation of recording ret negaNvqsalvage
depreciation when TEP implemented FAS 143. Include supporting workpapers
and calculations. If  exact amounts are not available, prov ide TEP's best
estimates and show in detail how such estimates were derived.

RESPONSE : The information requested could be developed using a variety of assumptions.
Since the request is asking for amounts of net salvage that would have been
provided during the period 2003 through 2006, which precedes the adoption of
FAS No. 143 on January 1, 2003 and the generation depreciation rate changes
made in 2004 and 2005, the requested estimate was prepared using the net
salvage rates and remaining plant lives appearing in the 1994 depreciation study,
a copy of which has been provided in response to previous data requests. As
shown on the accompanying spreadsheet (please see LA-22-24 on the enclosed
CD), had TEP continued to provide net salvage in its Generation depreciation
provisions, based upon the results of the 1994 depreciation study, the additional
amount of  depreciations recorded during 2003-2006 would have been as
follows:

Year Est. Addl. Net Salvage

2003

2004

2005

$ 6,143,000

6,597,000

8,203,006

8,526,816

The Excel file on the enclosed CD is not identified by Bates numbers.

2006

RESPONDENT : Carl Dabelstein

WITNESS : Karen Kissinger
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

NINETEENTH SET OF DATA REQUESTS
DQCKET no. E-01933A-07.0402 et al.

January 25, 2008

LA-19-11. Customer Care and Billing System. Refer to d'le response to LA 11.4.

B.. Please prov ide the monthly customer count for January 2006
through December 2007 for TEP, UNS Gas and UNS Electric,
separately.

How much depreciation expense related to the CC&B system is
included in TEP's proposed adjusted depreciationexpense? Show
detailed calculations and provide specific references to where this
is reflected in TEP's filing.

How much annualized test year depreciation expense related to the
CC&B system is allocated to affiliates other than TEP (such as to
UNS Electric and UNS Gas)? Show detailed calculations and
prov ide specif ic references to where this is ref lected in TEP's
filing.

How much Labor expense related to die CC&B system is included
in TEP's proposed adjusted Labor expense? Show detailed
calculations and prov ide specif ic references to where this is
reflected in TEP's Blind.

e. How much annualized test year Labor expense related to the
CC&B system is allocated to affiliates other than TEP (such as to
UNS Electric and UNS Gas)? Show detailed calculations and
prov ide specif ic references to where this is ref lected in TEP's
filing.

RESPONSE' Please see LA-19-11 (a) on the enclosed CD, which provides the
customer count for January 2006 through November 2007 for TBP,
UNS Gas, Inc. ( "UNS Gas")  and UNS Electric separately.
Customer counts for December 2007 are in the process of being
finalized and can be forwarded when available. The Excel tile on
the enclosed CD is not identified by Bates numbers.

b.

a.

d.

b.

c .

Please see LA~19-ll (b) on the enclosed CD, for die depreciation
expense related to the CC&.B system included in TEP's proposed
acuusted depreciation expense. This information can be found on
the f irst l ine of  page 30 of  the worldng papers supporting the
depreciation annudizadon adjustments that have already been
provided. Included with this response is a copy of that page.
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

NINETEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-0'7-0402 et al.

January 25,2008

CC&B costs were recorded in Plant Account 303, kxtangibles. The
amount associated therewith included in Plant~in-Service as of the
end of the test year was $16,723,840. The pro forma annual
depreciation computed for CC&B included in the depreciation
annualization adjustment was $2,090,480, as shown on the
accompanying schedule. The Excel file on the enclosed CD is not
identified by Bates numbers.

There was no annualized test year depreciation expense related to
the CC8cB system allocated to affiliates during the test year. The
CC&B system did not go live for other affiliates (UNS Electric and
UNS Gas) until April 2007.

There is $577,192 of Labor expense related to the CC&B system
included in TEP's proposed adjusted Labor expense. Please refer
to the Payroll Adjustment Pro forma Bates No. TEP(0402)002462
_- TEP(0402)002464 and also, please see LA-19-11 (d), on the
enclosed CD for the detailed support of the CC&B Labor expense.
The Excel file on the CD isnot identified by Bates numbers.

There was no annualized test year Labor expense related to the
CC&B system allocated to affiliates during the test year. The
CC&B system did not go live for other aitiliates (UNS Electric and
UNS GAS) until April 2007.

RESPONDENTS : Brenda L. Pries (a)
Carl Dabelstein (b);
Mina Brings (c, d and e);

WITNESSES :

c.

d.

e.

D. Bentley Erdwunn (a)
Karen Kissinger (b)
Dallas Dukes (c, d and e);
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07--402 et al.

January 16, 2008

STF-14-35. Affiliate Charges. Were there any charges from Southwest Energy
Solutions (SES) directly to TEP during the test year? If so, please
provide the amounts by account for all such charges, and provide
comparable information for 2004, 2005 and 2007 to date.

RESPONSE' TEP is in the process of gathering dis information and will provide the
response to this data request shortly.

SUPPLENIENTAL
RESPONSE: Please see STF-14-35 on the enclosed CD for a summary of Southwest

Energy Solutions charges to TEP by account and year for the years
requested. The Excel file on the enclosed CD isnot identified by Bates
numbers. .

RESPONDENT :

WITNESS :

Maya Liddell

Karen Kissinger
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13,237,79'7.52_. -8 12,o7s_saa.so s 13,510,202.16 s 10,s12.408.so

' FERC 0000 unspecified in 2004 - Has $7.5M of charges related to an AP system, which is no longer used by the company, The archived data is ho! available

by account.

..s

C:\Cases\AZ TEP rate case 20D7\DR Responses\STF~14-35 Page 1
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TUCSON ELECTRIC POWER CO1V[PANY'S
RESPONSES TO STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 14, 2008

STF-14-37. Affiliate Charges. Refer to the response to STF 1.54. The contract
between TEP and Southwest Energy Solutions (SES) at Bates page
TEP(0402)023422 appears to indicate that when SES provides
supplemental work force services for TEP, SES charges a 10% mark-up
on the base wages. of the supplemental worker.

3. For any charges i*om SES allocated directly to TEP, please
identify the amount of the SES 10% mark-up over base wages. In
addition, indicate the percentage of the mark-ups over total
billings and show detailed calculations on how the percentage
was derived. If exact amounts are not available, please provide
the Company's best estimates of the SES 10% mark-up charges
and show how such estimates were derived.

For any charges from Southwest Energy Solutions (SES)
allocated indirectly from any other affiliate to TBP during die test
year, please identify the amount of the SES 10% mark-up over
base wages. In addition, indicate the percentage of the mark-ups
over total billings and show detailed calculations on how the
percentage was derived If exact amounts are not available,
please provide the Company's best estimates of the SES 10%
rnak-up charges and show how such estimates were derived.

Do the SES charges to TEP include any incentive compensation
in the benefits cost? Ipso, please identify the amount of incentive
compensation included in such SES charges to TEP.

Please list the benefits cost, by type of benefit that is included in
the SES charges to TBP,

RESPONSE' 3. From 2004 through 2006, SES mark-up was $486,098, which is
6.32% of a total billing of $7,687,185 ($486,098 divided by
$7,687,185 = 6.32%).

b. SES hadzeroindirect charges from 2004 through 2006.

d.

c .

b.

c . No .
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TUCSON ELECTRIC POWER com1>Any=s
RESPONSES TO STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A~07-0402 et al.

January 14,2008

d The benefit costs are as follows: $1,610,387 for
Medica]/Denta1Nision/Life/A.DD/STD/EAP for 2004 through
2006.

RESPONDENT: Bob Dame

WITNESS: Michael DeConcini



matFees Total

2004 101 ,B54 1 594,849
2005 172,731 2,748,945
2006 211,514 3,343290

486,098 7,587,185
5.32%
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTIENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 31, 2008

LA-20-17. SES charges to TEP. Refer to the response to STF 14.37.

a. Please break out the $7,687,185 total billing and the $486,098 SES
mark-up, by year, by account.

How much SES mark-up has TEP included in the 2006 test year?
Show the amounts by account.

For each of the amounts identified in response to part b, please also
show the corresponding Arizona jurisdictional allocated amounts.

RESPONSE : 2. Please see the following for the breakdown of the $7,687,185 total
billing and the $486,098 SES mark~up (indirect cost allocation), by
year:

The mark-up (indirect cost allocation) charged by SES is only
assessed on the labor dollars for supplemental services provided to
TBP. It is not assessed on the13111 value of the invoice, nor is it
detailed in our sub-ledger. It is impossible to extrapolate the mark-
up by account due to the volume of data which exceeds 16,000
lines of detail. The total billing by FERC and year has previously
been provided in response to STF 14-35 .

SES provides services other than supplemental labor to TEP.

The SES mark-up that TEP included in the 2006 test year is
$211,514.

c. The amount identified in response to part (b) is a Commission
jun°Sdictioma1 allocated amount.

RESPONDENT: Bob Dame

WITNESS :

b.

c.

b.

Dallas Dukes



FERC
ACCOUNT

2004 2005 2006 2007

0588 82,559.59 120,940.26 1,302,800.81 781,248.60

FERC
ACCOUNT

2004 2005 2006 2D07

0592 271.95 5,184.44 244,239.13 117,401.15
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY FIRST SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

February 5, 2008

LA-21-10. Affiliate charges, SES. Refer to the response to STF 14.35.

B.. Were any of the SES charges to TEP for 2006 impacted by TEP's
proposed pro forma adjustments? If not, explain fully why not. If
so, please show in detail, the impacts on the 2006 recorded SES
charges, firm each of TEP's proposed pro Ronna adjustments, by
account.

Referring to the Excel f i le prov ided in response to STF 14.35,
please identify due amount of SES mark-up above cost, by account,
by year.

Referring to the Excel 51e provided in response to STP 14.35, as of
what date is the 2007 year-to-date information?

d. Other than the charges listed on FERC 0000 related to an AP
system that is no longer used by the Company, is there any other
aspect of the SES charges to TEP listed in the Excel file provided
in response to STF 14.35, in any year, that is either unusual or
nonrecurring? If so, please identify, quantify and explain each
such unusual or nonrecuning charge.

Please identify, quantify and explain in detail the large annual
fluctuation in SES charges to TEP recorded 'm Account 588 from
2004 through 2007 and why 2006 charges are so high:

b.

c.

f.

e.

Please identify, quantify and explain in detail the large annual
fluctuation in SES charges to TEP recorded in Account 592 from
2004 through 2007 and why 2006 charges are so high:



FERC
ACCOUNT

2004 2005 2006 2007

0902 1 ,1D4,926.36 3,080,353.41 3,015,095.17 2,329,803.00

FERC
ACCOUNT

2004 2005 2006 2007

0903 204,623.60 918,829.76 857,334.51 249, 122.90

FERC
ACCOUNT

z004 2005 zoos 2007

0908 26,940.06 367,263.47 518,569.23 350,115.83

FERC
ACCOUNT

2004 zoos 200B . 2007

0921 26,906.27 33,373.60 434,172.79 34,517.03

Attachment RCS-5
Page 86 of 154

TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY FIRST SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

February 5, 2008

g . P l e a s e  i d e n t i f y ,  q u a n t i f y  a n d  e x p l a i n  i n  d e t a i l  t h e  l a r g e  a n n u a l
f l u c t ua t i on  ' m  S E S  cha rges  t o  T E P  reco rded  i n  A ccoun t  902  f rom
2004 through 2007 and why 2005 and 2006 charges are  so  h igh:

P l e a s e  i d e n t i f y ,  q u a n t i f y  a n d  e x p l a i n  ' m  d e t d l  t h e  l a r g e  a n n u a l
f l u c t u a t i o n  i n  S E S  c h a r g e s  t o  T E P  r e c o r d e d  i n  A c c o u n t  9 0 3  f i r m
2004 through 2007 and why 2005 and 2006 charges are  so h igh:

P l e a s e  i d e n t i f y ,  q u a n t i f y  a n d  e x p l a i n  i n  d e t a i l  t h e  l o g e  a n n u a l
f l u c t u a t i o n  i n  S E S  c h a rg e s  t o  T E P  re c o rd e d  i n  A c c o u n t  9 0 8  f r o m
2004 t h rough  2007  and  why2006  charges  a re  so  h i gh :

P l e a s e  i d e n t i f y ,  q u a n t i f y  a n d  e x p l a i n i n deta i l the l a r g e  a n n u a l
f l u c t u a t i o n  i n  S E S  c h a rg e s  t o  T E P  re c o rd e d  i n  A c c o u n t  9 2 1  f r o m
2004 through 2007 and why 2006 charges are  so h igh:

I

j.

i.

k.

h.

P l e a s e  i d e n t i f y ,  q u a n t i f y  a n d  e x p l a i n  i n  d e t a i l  t h e  l a r g e  a n n u a l
f l u c t u a t i o n  i n  S E S  c h a rg e s  t o  T E P  re c o rd e d  i n  A c c o u n t  9 2 3  f ro m
2004 through 2007 and why 2006 charges are  so h igh:



FERC
ACCOUNT

2004 2005 2008 2007

0923 20,372.32 98,149.24 198,058.74 103,107.01
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY FIRST SET OF DATA REQUESTS
DOCKET NO. E-01933A.07-0402 et al.

February 5, 2008

RESPONSE : The charges to TEP for services provided by SES during the test
year were not directly impacted by any proposed pro forma
adjustments. However, the multitude of FERC accounts where
SES charges were booked were impacted by jurisdictional
allocations.

SES provides workforce support and the specific activities
performed on behalf of TEP's operations vary. These
supplemental services provided by SES could also be provided by
other contractors, or be performed by TEP personnel, depending
on the circumstances of each individual project at the time the
work is to be performed Therefore, the proper analysis would be
to look at activity by FERC account and by expenditure type, bath
on a historical basis and as compared to budgets and forecast - not
to evaluate the activity of one specific contractor.

Please see die response to DR LA-20-17 (a).

The information provided for 2007 is as of September 30, 2007,
the most recent period for which there is publicly available
information. This fact contributes to the 2007 variance in costs
.versus prior years.

d. TEP is unaware of any other unusual or non-recurring charges in
the data provided in STF-14-35 other than the non-recuning
charges identified in item j.

In 2006, TEP engaged SES on a continuing basis for line locating
service and terminated the contract with an outside vendor to
ensure improved service levels.

b.

c .

f.

a.

e.

SES provides substation maintenance services on an as-needed
basis. In 2006, planned maintenance projects were performed to
ensure reliability.
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TWENTY FIRST SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

February s,2008

SES provides meter reading services for TEP on a continuing
basis. In 2004 and 2007 the data does not include a full year of
data. .

SES was engaged in 2005 on a continuous basis to provide service
for disconnect and reconnects in the yield. These charges were
recorded in FERC Account 903 in 2005 and 2006. They are now
recorded in FERC Account 586, which accounts for the variance in
FERC Account 903 in 2007.

SES has performed Guaranteed Home inspection services on a
continuing Basis since April 2005. Previously these inspections
were performed by TEP employees. In 2007, the number of
Guaranteed Home inspections was reduced due to a slower home
building market.

SES performed approximately $365,000 of non~recurring pre-
operation construction support services' . on"" Springervilie
Generating Station Unit 3, which were charged to FERC Account
921 (office supplies and expense). TEP believes these charges
should be recorded in FERC Account 923 (Outside services
employed). This accounts for'the variance in FERC Account 921
in 2006. These charges were fully reimbursed by the Springerville
Generating Station Unit 3 owner.

k. SES provides on a continuing basis supplemental labor for
Geospatial mapping support, which began in 2004. It provides
assistance in maintaining the mapping system (GIS system) which
identifies the location of TEP's clistribudon assets. In addition,
SES performs facilities verification services.

RESPONDENT : Dallas Dukes (a) I

Maya Liddell, Denise Smith, Terry Krafthefer, Bob Dame and Antonetta
Atwood (b - k)

WITNESS:

i.

h.

g.

4

MichaelDeConcini
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RESPONSES TO STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 14, 2008

STF-14-25. Legal Expense. Refer to the response to STD 1.102. Please explain fully
and in detail whether the legal expenses related to the Motion to Amend
Decision No. 62103 as referenced in the Legal Expenses - Invoices are
included in the Company's estimate of Rate Case Expense.

RESPONSE: The legal expenses related to the Motion to A.meu1d Decision No. 62103
are not included in the Company's estimate of Rate Case Expense.

RESPONDENT: Mina Brings

Dallas DukesWITNESS:
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RESPONSES TO STA.FF'S

FOURTEENTH SET OF DATA REQUESTS
Doclmr no. E~01933A-07-0402 etal.

January 14,2008

STF-14-26. Legal Expense. Refer to the response to STF 1.102. Please explain fully
and in detail the nature of the California Refund Proceeding as
referenced on Bates pages TEP(0402)011010 and TEP(0402)011013.

RESPONSE: The reference to the California Refuund Proceeding in Bates Nos.
TEP(0402)0l1010 and TEP(0402)0l1013 is to FERC Docket No. EL00-
95-000. This consolidated FERC docket arises Hom the 2000 - 2001
California energy crisis. TEP was a net seller into the California market
through the California Power Exchange ("CPX") at the time of the
collapse of CPX and is a party to the refund proceeding. Through die
refund proceeding, FERC is Calculating sellers' reNd liability or refund
entitlement and implementing accounting changes regarding the pricing
of power sales. At the conclusion of the refund proceeding, FERC
intends to issue an order specifying the reimbursement of monies
remaining in the CPX settlement clearing account which is currently
under the jurisdiction of the banlatuptcy court.

RESPONDENT:

WITNESS:

Legal Department

David Hutchins
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTIETH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

February 13, 2008

LA-20-13. Legal expense. Refer to the responses to STF 14-26 and STF L102.

Please identify the amount of all 2006 test year expense (legal and
other), by account, related to the California Refund Proceeding.

How much of the amounts idenNied in response to part a has TEP
included in Arizona jurisdictional expenses? Show calculations by
account.

Please explain fully and in detail why any amount of 2006 test year
expense (legal and other) related to the California Refund
Proceeding should be charged or allocated to Arizona retail
jurisdictional operations.

Did TEP establish any work order or other type of accounting
designation to identify costs that TBP has incurred in the test year
related to the California Refund Proceeding? If not, explain fully
why not. If so, please provide a copy of and explain fully, the
complete work order and other accounting designations.

Has TEP recorded any expense or cost in 2006 for any settlement
or reimbursement of monies to the California Power Exchange
and/or in or relating to the CPX Settlement? If so, please identify
all amounts, by account.

Please also show the Arizona jurisdict ional  amounts for al l
amounts idendiied in response to part e. Include supporting
calculations showing how the Arizona jurisdictions amounts were
derived.

RESPONSE : A specif ic task number was not established for internal costs
related to the California Refund Proceeding, instead, employees
changed to a general task number. However, outside council costs
were tracked and amounted to approximately $56,279 in 2006.

TEP is in the process of gathering the information and will provide
the response to this data request shortly.

b.

b.

f.

a.

d.

c .

c .

e.

a.

TEP is in the process of gathering the information and will provide
the response to this data request shortly.
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Februalry 13,2008

A specific task number was not established for internal costs
related to the California Refund Proceeding, instead, employees
charged to a general task number.

TEP is in the process of gathering the information and will provide
the response to this data request shortly.

TEP is in the process of gathering the information and will provide
the response to this data request shortly.

RESPONDENT: Legal Department

Dallas DukesWITNESS :

SUPPLEMENTAL
RESPONSE : b. The amounts were charged to FERC Account 923 .

In the Cost-of-Service and Hybrid Methodologies, the amount
would have been reduced 4.32% to allocate cost to the FERC
jurisdiction for Emu wholesale sales activity. The remaining
Arizona Corporation Commission ("Commission") jurisdictional
portion is then reduced by 6.64%, to allocate to FERC jurisdiction
the cost associated with providing transmission services. That
equates to an end result Commission jurisdictional amount of
93.36% of the original amount expensed.

In the Market Methodology, the amount would have been reduced
4.32% to allocate the cost to the FERC jurisdiction for firm
wholesale sales activity. The remaining Commission jurisdictional
portion is then reduced by 6.64% to allocate to the FERC
jurisdiction the cost associated with providing transmission
services and 64.19% for cost associated with generation services.
That equates to an end result Commission jurisdictional amount of
27.91% of the original amountexpensed.

From 2004 -2007, the outside legal expense has averaged $2.3
million and the test yea amount is $2.4 rmlllion. This reflects a
consistent use of outside counsel on a recurring basis.

c .

e.

d.

Additionally, outside legal costs, as part of administrative and
general cost, were allocated to the FERC jurisdiction as discussed
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February 13, 2008

in the Direct Testimony of D. Bentley Erdwurm and as discussed
in previous data responses. Due to this, the Company did not
attempt to review each individual outside legal cost within the test
year to ascertain if it was FERC or Commission jurisdictional in
nature.

Please see the response to LA-20-13 (b) above.

RESPONDENT: Dallas Dukes

WITNESS :

f.

Dallas Dukes
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RESPONSES TO STAFF'S

TWENTY-SECOND SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

February 13, 2008

LA-22-23. Cal PX and Cal ISO costs.

Has TEP included any revenue, expense or rate base amount related to
the California Power Exchanges (PX) or Independent System Operator
(ISO) related litigation? If so, please identify, quantify and explain all
such amounts by account.

When does TEP anticipate that it will be able to collect the net California
PX and ISO receivable of approximately $2.553 million that it has
recorded at 12/31/06?

During what periods, and 'm what accounts, did TEP record the revenue
related to the California PX and ISO receivables of approximately
$l5.2l5 million and $544,000, respectively?

During what periods, and in what accounts, did TEP record the expense
related to the reserve of approximately $13206 million related to the
California PX and ISO receivables?

RESPONSE: TEP is 'm the process of gathering the information and will provide the
response to this data request shortly.

TEP is in the process of gathering the information and will provide the
response to this data request shortly.

Please see LA-22-23 (c and d) on the enclosed CD for revenue accounts
related to California PX and ISO receivables of approximately $l5.2l5
million and $54-4,000, respectively. The Excel file on the enclosed CD is
not identified by Bates numbers.

Please see LA-22-23 (c and d) on the enclosed CD for Contra-revenue
accounts related to California PX and ISO receivable reserves of
approximately $l3.206 million.

RESPONDENT : Georgia Hale (c and d)

WITNESS : Karen Kissinger (c and d)

SUPPLEMENTAL
RESPONSE :

a.

b.

c.

d.

b.

a.

c .

d.

3. The Company recorded $11,687 in FERC Account 923 for outside legal
expenses related to the California PX .- Banloruptcy proceeding. That
amount is prior to any jurisdictional allocations.
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February 13,2008

The Company has no definitive estimate of when these funds will be
collected.

RESPONDENT :

WITNESS :

b.

Dallas Dukes (a and b).

Dallas Dukes (aand b)
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Tucson Electric Power Company
CPX and CISO Revenue and Receivables

STF 22.23 (c), (d):

c. Revenue accounts related to California PX and ISO receivables of
approximately $15215 million and $544,000, .respectjvelyz

Period Account
FERC

Subaccount Account Amount

Nov-00 40220
40220
40230
51230

5815
5821
5821
5821

447 s
447
447
555

$

62,102.00
4_98'1 ,01234

572,356.79
(12,494_48)

5,602,9'/6.65

Dec-00 40220
40220
40230
51230

5815
5821
5821
5821

447 s
447
447
555

341 ,250.00
t8,117,584.55
3,171 ,908.42
(552,999.74)

$ 21 ,077,743,23

Jan-01 40220
40220
40230

5815
5821
5821

447 s
447
447

$

510,830.00
5,785,541.96

919,413.75
7,215,885.71

collections/adjustments
12/31/06 receivable balance

$ 33,896,605.59
(18,137,578.91)

$ 15,759,026.68

CISO
CPX

$ 543,945.53
15,215,081.15

$ 15,759,026,68

d. Contra-revenue accounts related to California PX and ISO
receivable reserves of approximately $13206 million:

Dec-00
Jan-01
Jan-01
Dec-01
Mar-03
Jun-04

45000
40290
45000
45000
40290
40290

0000
5821
0000
0000
5821
5821

904 $
449
904
904
449
449

$

8,528,619.00
"'ZOS5,5T7.00

5,218,869.00
(7,950,0DD.00)
2,242,617.00
3,000,000.00

13,205,sz2.00

C:\Users\public\LA Work files\TEP DR Responses\STAFF\Set 22\LA-22-23 (c and d)
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OF DATA REQUESTS
DOCKET nos. E-01933A-07/0402 et al.

November 1, 2007

STF 1.86 Filing information, additional pro forma adjustments. In the event that the
Company determines that additional pro forma adjustments are necessary
that were not proposed in its direct testimony and Original Filing, as soon
as such adjustments become known.to the Company, please identify them
and provide documentation to support any changes. Please update this
response as additional information becomes available.

RESPONSE : 1) As noted in STF 1.118, the Company's test year postage expense
did not reflect the postage increase on May 14, 2007. Test year
postage expense would increase by $65,462, which represents Dre
impact of the 5% rate increase (from 39 cents to 41 cents). Please
see STF 1.86, Bates No. TEP(0402)010404, on the enclosed CD.

2) Payrol l  Expense ba Payrol l  Tax  Expense:  these pro forma
adjustments did not include the impact of the 3% average wage
increase that is expected to be in erect on January 1, 2008. It is
appropriate to include this wage increase in test year expense
because it wil l  be known and measurable at the time that the
hearings in this rate proceeding wi l l  be held and when the
approved rates are in effect. Test year payroll expense would
increase by $1,608,587 and payroll tax expense would increase by
$112,551 from the test year adjusted expense as tiled. Please see
the Excel ti le STF 1.86 Payroll & Payroll Tax Expense on the
enclosed CD. The Excel f ile on the CD is not ident'ed by Bates
numbers.

RESPONDENT : Janet Zaidenb erg-Schruzn

WITNESSES : Dallas Dukes - Postage Expense,
Dawn Sabers - Payroll & Payroll Tax Expense
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TUCSON ELECTRIC POWER COMPANY

DATA RESPONSE STF 1.118 - POSTAGE EXPENSE
TEST YEAR ENDING DECEMBER 31, 2006

STF 1.11a (a)

Postage Fxpense By FERC

FERC

0107

0426
0500
0506
0512

0553
0570
0573
0588
0903

0910
0921

0925
0930

200r

0.00

9.20

0.00
0.00
0.00
0.00
0.00
0.00
0.00

1 ,093,052.58

0.00

153,658.33

0.00

16.25

9.48

0.00
14.40
0.00
D.D0
0.00

135.45
58.31
0.00

1214,206.84

0.00
94,807.74

0.00
15.19

2005

0.00
0.00

152.09
(162.09)
131 .59

16.32
0.00
0.00

41.26
1 ,220,428.55

0,00

201 ,430.88

(21.98)
10.75

Total 1,246,786346 1,309,247.21 1,422,o37.5é-

' through Sept 2007

STF 1.118 (bl

Sep-07

Dec-06

Dec-05
Dec-o4

Prepaid Balances

303,857.37

198,424.52
80,395.00

0,00

l.»309»2l¢7°
1-e5

11374/789°35

x a00% wpwae, .

4.mnaue. ~Gc»m 344 "('0 4¢
&\LV\§Q& 'fzsi' ill €>-'QQyy,€/

l»3'74.~7B9~ +
I»309.»2&7° -

65,462-

42-¢2,V\5<;(8
'task -QQ(

T

6<g<.n5<,

1-n<..r¢,0 se, pA Qxpeme,

200s

I

TEP(0402)010404
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S FIRST SET

OF DATA REQUESTS
DOCKET nos. E-01933A-07-0402 et al.

November 1, 2007

STF 1.34 For each plant account, please provide the actual cost of removal and net
salvage information for each year, 1999 through 2006.

RESPONSE: Please see the response to STP 1.5.

RESPONDENT: Dr. Kimbugwe A. Kateregga

WITNESS: Dr. Kinubugvve A. Kateregga

1
J
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S FIRST SET

OF DATA REQUESTS
DOCKETNOS. E-01933A_07_0402 et al.

November 1, 2007

STF 1.5 Please provide the databases that TEP provided to Dr. Kateregga. Provide
diesel in electronic format, readable in Excel.

Provide an explanation and detailed definition for each Held in the
database.

Ident i f y the exact source docurnent(s) for each yield in the
database.

RESPONSE : Please see STF 1.5 (ATS Coding Instructions), Bates Nos.
TEP(0402)017143 to TEp(0402>017156, and STP 1.5 (Database) gr the
enclosed CD. The Excel file on the enclosed CD is not identified by Bates
numbers.

The columns headings are self-explanatory.

Please see Dr. Kimbugwe A. Kateregga's Direct Testimony,
Exhibit KAK-1, page 10.

RESPONDENT :

WITNESS:

b.

h.

Dr. Kimbugwe A. Kateregga

Dr. Kimbugwe A. Kateregga

a.

a.
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET GF DATA REQUESTS
DOCKET NO. E-01933A.07-0402 et al.

January 8, 2007

LA 11.35 PPFAC coal and carbon taxes. Refer to. Mr. Hutchens' testimony at page
40. Please provide TEP's best estimates of coal and carbon taxes for each
year, 2008 through 2011. If TEP has a range of projections for such costs,
please provide the range and describe in detail all assumptions upon which
TEP's esdrnates are based.

RESPONSE: TEP believes that any estimate of coal and carbon taxes at this time is
purely speculative, and therefore, cannot provide an estimate.

RESPONDENT: David Hutchins

NESS : David Hutchins



ADJUSTMENT NAME: Springerville Unit No. ! Adjustment

ADJUSTMENT TO: Rate Base

DATE SUBMITTED! May 17, 2007

PREPARED BY: B. Porter

CHECKED BY: E. Fowler

REVlEWED BY: cmc. Dabelstein V/: If pp

FERC

ACCT DEBITFERC ACCOUNT DESCRIPTION CREDIT

303 P.LS. - Misc. Intangible Plant 82343821

310 P.l.S. - Land & Land rights $2,709,372<

311 P.l.S. - Structures & ImproveMents $21 ,85G,495

312 P.l.S. - Boiler Plant Equipment $44,695,709 .

314 P.LS. - Turbogenerator Units $12,488,550

315 P.l.S. - Accessory Electric Equipment $1,030,738

31B P.LS, - Misc. Power Plant Equipment $840,896

350 P.l.S. Land & Land Rights $8,686

390 P.l.S. - Structures 8. Improvements $92,674

391 P.l.S. - Office Furniture & Equipment $1,072,839 l

393 P.LS. - Stores Equipment $201,112

394 P.LS. - Tools, Shop, Garage Equipment $1,638,174.<

395 P.l.S. - Laboratory Equipment $654,036

396 P.l.S. - Power Operated Equipment $2,306,159

397 P.l.S. - Communications Equipment $738,465

398 P.l.S. - Miscellaneous Equipment $1,955,861

303 Acc um. Dap. - Misc. Intangible Plant $259,958<

310 Acc um. Dep. - Land & Land rights $1288,605 <
J'

311 Acc um. Dap. - Structures & Improvements $1z,7e0,129<

312 Acc um. Dwep. - Boiler Plant Equipment $8,520,420<

314 Accum..Dep. - Turbogenerator Units $3,465,551<
r

I

315. Acc um. Dap. - Accessory Electric Equipment $212,504
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TUCSON ELECTRIC POWER COMPANY

RATE BASE PRO FORMA ADJUSTMENT

TEST YEAR ENDED DECEMBER 31, 2006
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G:\PLANTACC\Fa Monthly Closlng\Special Projects\Rate Case\2006 TEP\Final Rate Case Dec 2006\Springerville
No. 1 Adjustment-pro Forma 2006

TEP(0402)003364



$1.93,805~'316

390 Acc um . Dap - Structures & Improvements $16,877

391 Acc um. Dap. - Office Furniture 8¢ Equipment 8839,17 4.

393 Acc um. Dap. - Stores Equipment $211,417</

394 Acc um. Dap. - Tools, Shop, Garage Equipment 5986,481< '.

395 Acc um. Dep.  Laboratory  Equipment $320,650=4

396 Accurn. Dep. - Power Operated Equipment $475,286 4 r

397 Acc um. Dep. - Communications Equipment $417,838 /-
398 Acc um. Dap. - Miscellaneous Equipment $432,974

$30,384,805 $9235410,27
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Acc um. Dap. - Misc. Power Plant Equipment

/,

ENTRY TOTAL

NET ENTRY ($62,156,222)

Reason for Adlsutment

To remove the investment in Springerviile Unit No. 1 and its share of common facilities costs

G:\PLANTACC\Fa Monthly Closing\Special Projects\Rate Case\2006 TEP\Final Rate Case Dec 2006\Springenille
No. 1 Adjustment-Pro Forma 2006

TEP(0402)003365



ADJUSTMENT NAME: Luna Plant Costs

ADJUSTMENT TO: Rate Base

DATE SUBMITTED: May 11. 2007

PREPARED BY: B. Porter

CHECKED BY: E. Fowler

REVIEWED BY: C. Dabelstein

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

317 P.l.S. - Asset Retirement Costs - Steam Production $22,787

340 P.l.S. - Land & Land Rights $0 $1526,387

341 P.l.S. - Structures & Improvements $12,840,376

342 P.l.S. - Fuel Holders, Products, and Accessories $11 ,430,397

344 P.l.S. - Generators $15,622,018

346 P.l.S. - Misc. Power Plant Equipment 357.347, 169

353 P.LS.̀ - 'StatTc>n Equipment -$1l41,051

317 Acc um. Dep. - Asset Retirement Costs - Steam Production $242

340 Acc um. Dap. - Land & Land Rights $27,787

341 Acc um. Dap. - Structures 8= Improvements $233,748

342 Acc um. Dep.- Fuel Holders, Products, and Accessories $208,081

344 Acc um. Dep. - Generators $284,386

346 Acc um. Dep.- Misc. Power Plant Equipment $133,749

353 Acc um. Dap. - Station Equipment $3,127

154 Materials & Supplies $628,849

165 Prepayments $91,019

$891,120 $49,650,053
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TUCSON ELECTRIC POWER COMPANY

RATE BASE PRO FORMA ADJUSTMENT

TEST YEAR ENDED DECEMBER 31, 2006

i

I

ENTRY TOTAL
I

NET ENTRY ($48,758,933)

Reason for Adiustment

To remove the net plant investment, fuel inventories and materials and supplies at Luna Generating station at t2131/06.
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Tucson Electric Power Company

Regulatory Asset

Test Year Ended December31, 2006

Deferred Direct Access Costs

Balance of regulatory asset in FERC 182.3 (deferred amortization) @ 12/31/06

Total Direct Access Costs to be recovered in Rate Base

$11,153,016

$11,153,016

Adiustment to test Veer expense

Amortization of Direct Access Costs over 4 years.

14

$2,788,254

Explanation of declass of intangible plant to reoulatorv asset:

The balance in the regulatory asset represents deferred amortization of the capitalized direct access costs.

Deferred Divestiture Casts

Balance of regulatory asset in FERC 182.3 (deferred amortization) @ 12/31/06

Total Deferred Divestiture Costs to be recovered in Rate Base

51,193,003

$1,193,003

Adjustment to test year expense

Amortization of Deferred Divestiture Costs over 4 years.

/4

$298,251

Reason for Adjustment

To increase rate base for divestiture costs deferred in accordance with Decision No. 60977 and Decision No. 62103.

Deferred GenCo Seperation Costs

Balance of regulatory asset in FERC 182.3 (deferred amortization) @ 12/31/06

Total Deferred GenCo Seperatlon Costs to be recovered in Rate Base

$164,026

$164,026

Adjustment to test year expense

Amortization of Deferred GenCo Seperation Costs over 4 years.

14

$41,007

Reason for Adjustment

To increase rate base for GenCo separation costs deferred in accordance with Decision No. 62103.

San Juan Coal Contract Amendment

Contract Amendment Fee Paid

Plus Transaction Costs (attorneys fees)

Less Tax Refund

$15,413,887

155,309

(838,107)

514,731,089Total San Juan Contract Amendment Fees to be recovered in Rate Base

Adjustment to test year expense

Amortization of San Juan Coal Contract Termination Costs over 4 years.

/4

$3,682,772

Reason for Adiustmen!

To reflect in rate base the consideration paid to amend the former coal contract for the San Juan generation station,

Page 1 of 2 6/14/2007 8:25 AM \- \
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Tucson Electric Power Company

Regulatory Asset

Test Year Ended December 31, 2006

4

Sundt Coal Contract Termination Fee

Contract Fee Paid

Plus Transaction Costs (economic consultant)

Total Sundt Coal Contract Termination Feeto be recovered in Rate Base

$11250,000

9,934

s11 ,259,934

Adjustment to test year expense

Amortization of Sundt Coal Termination Fee over 4 years.
14

$2,814,984

Reason for Adjustment

To reflect in rate base the consideration paid to terminate the coal contract for the Sundt generation station.

Deferred Desert Starléiid West Confect FiJndlng
Desert Star long term receivable

Desert Star long term interest receivable

West Connect charges

Plus Related Outside Counsel Costs

Total Deferred DesertStar and West ConnectFunding to be recovered in Rate Base.

$446,129

251,970

273,445

731,254

$1,702,798

Adjustment to test year expense

Amortization of Deferred Desert Star and West Connect Funding.
14

$425,700

Reason for Adjustment

To reflect in rate base the funding and related costs for Desert Star and West Connect.

Financing Costs - Generation

Financing Costs - Generation

Total Deferred Financing Costs - Generation to be recovered in Rate Base.

$7,251,358

57,251,358

Adjustment to test year expense

Amortization of Financing Costs - Generation.
14

$1,812,840

Reason for Adjustment

To reflect in rate base the financing costs for generation.

Total 182.3 Regulatory Assets 547,455,224 O\

Annual Amortization $11,863,806

Page 2 of 2 B/14/2007 a;2sAm Q
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Tucson Electric Power Company

Regulatory Asset

Test Year Ended December 31, 2006

BALANCE QUERY File: Balance Query 05

Company: 002

Acct. Description UNS GL SubAccount: Direct Access Team

Sheet:Acct,Subacd Period Name: DEC-06 Run Date: 22-MAR-07

Debits Credits

0.00

Date

DEC~06

Account Sub Account Title

18190 1508 Other Regulatory Deferrals

Begin Bal

11,153,015.06 0.00

Period Net Balance

0.00 11,153,015.06

Sum 11,153,015.06 0.00 0.00 0.00 11,153,015.06

BALANCE QUERY File: Balance Query 05

Company: 002

Acct. Description UNS GL SubAccount: Evil Divest Generation

Sheet: Acct, Subacct Period Name: DEC-06 Run Date: 22MAR-07

Debits Period NetDate

DEC-06

Account Sub Account Tide

18190 1509 Other Regulatory Deferrals

Begin Bal

1,193,002,55 0.00

cmdns

0.00 0.00

Balance

1.193,002.55

Sum 1,193,002.55 0.00 0.00 0.00 1.193,002.55

BALANCE QUERY File: Balance Query 05

Company: 002

Acct. Description UNS GL SubAccount: Genco Separation

Sheet: Acct, Subacct Period Name: DEC-06 Run Data: 22-MAR-07

Date

DEC-06

Begin Bal Debits credits

164,025.84 »-0.60
Period Ne! BalanceAccount Sub Account Title

18190 1510 Other Regulatory Deferrals ..--4.09 -.-.1€4,025.34

Sum 154,025.84 o.o0 0.00 0.00 164,025.84

6/14/2007 8:08 AM
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

FOURTEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 14, 2008

STF-14-38. Working Capital. Please provide the monthly amounts of fuel inventory
for the 60 months ended September 30, 2007.

RESPONSE : Please see STF-14-38, on the enclosed CD for the mondlly amounts of
fuel inventory for the 60 mondls from October l, 2002 through
September 30, 2007. The Excel tile on the CD isnot identified by Bates
numbers.

RESPONDENT: Janet Zaidenb erg-Schrunn

WITNESS: Karen Kissinger
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BALANCE QUERY File: TEP STF 14~38 Fad lnventory.dis Sheet; TEP Fuel \no 60 Months

Run Date: 03-JAN-08 02.31.16 PM, Currency Code: USD, Account: 12000, 12010. 12020, 12030

Co: 002, Period Name: OCT~02, NOV-02, DEC-02, JAN-03, FEB-03, MAR-03, APR-03, MAY-03, JUN-03,

JUL-03_ AUG-03, SEP-03, OCT-03, NOV-03, DEC-03_ JAN»04, FEB-04, MAR-04, ApR-04, MAY-04, JUN-04,
JUL-04, AUG-04, SEP-04, OCT-04, NOV-04, DEC-04, JAN-05, FEB-05, nLmR-05, ApR-05, mAy-05, JUN-05,

JUL-05, AUG-05, SEP-05, OCT-05, NOV-05, DEC-05, JAN-06, FEB-06, MAR-OB, APR-06, MAY~06, JUN-06.

JUL-06, AUG-06, SEP-06, OCT-06, NOV-06, DEC-06, JAN-07, FEB-07, MAR-D7, APR-07, MAY-07, JUN-07,

JUL-07, AUG-07, SEP-07

12000

12o1 o

12020

12030

12000

Acct. Account Tltle

TucsonElectric Power Company
STF14-38: Fuel Inventory Balances

60 Months Ended September to, 2007

Date End Balance

Attachment RCS-5
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1

g
Ix

s
I
I

12010

12020

12030

12000

12010

12020

12030
l

I
I
\
E

8

2
i
¥
I

51

0

12000

12010

12020

12030

12000

12010

12020

12030
1.7
; . 12000

12010
12020
12030.
12000
12010
12020
12030

i
;

3
I

i
2
1

34
3
1
i
8

I
}
II
1
;
E
!I
I
1
l

I

i

a
i
I
1
3
l

1 2 0 0 0

1 2 0 1 0

12020

12030

1 2 0 0 0

1 2 0 1 o

1 2 0 2 0

1 2 0 3 0

12000

1 2 0 1 0

1 2 0 2 0

1 2 0 3 0

1 2 0 0 0

12010

12020

1 2 0 3 0

1 2 0 0 0

12010

1 2 0 2 0

1 2 0 3 0

Fuel . Coal Inventory

Fuel - Oil Inventory

Fuel - Gas inventory

Undistributed Fuel Handling Exp

Fuel - Coal Inventory

Fuel - Oil inventory

Fuel - Gas inventory

Llndistributed Fuel Handling Exp

Fuel - Coal Inventory

Fuel - Oil Inventory

Fuel . Gas Inventory

Undistributed Fuel Handling Exp

Fuel - Coal Inventory

Fuel - oil Inventory

Fuel - Gas Inventory

Undistributed Fuel Handling Exp

Fuel - Coal Inventory

Fuel - Oil Inventory

Fuel - Gas Inventory

Undistributed Fuel Handling Exp

Fuel - Coal Inventory

Fuel - oil inventory

Fud - Gas inventory

Undistributed Fuel Handling Exp

Fud - Coal inventory

Fud - Oil Inventory

Fuel - Gas inventory

Undistributed Fuel Handling Exp

Fud . Coal Inventory

Fuel - Oil Inventory

FueJ Gas inventory

Undistributed Fuel Handling Exp

Fuel - Coal Inventory

Fuel . Oil inventory

Fuel - Gas Inventory

Undistributed Fuel Handling Exp

Fuel . Coal Inventory

Fuel - Oil Inventory

Fuel - Gas inventory

Undistributed Fuel Handling Exp

Fuel - Coal inventory

Fuel - oil Inventory

Fuel Gas Inventory

Undistributed Fuel Handling Exp

Fuel Coal Inventory

Fuel . Oil Inventory

Fuel Gas Inventory

Undistributed Fuel Handling Exp

O C T - D 2

O C T - D 2

O C T - D 2

O C T - 0 2

N O V - 0 2

N O V - D 2

N O V - D 2

N O V - 0 2

D E C - 0 2

D E C - O 2

D E C - 0 2

D E C - 0 2

J A N - 0 3

J A N - 0 3

J AN - D 3

J AN - D 3

F E B - D 3

F E B ~ 03

F E B - 0 3

F E B - 0 3

M A R - 0 3

M A R - 0 3

M A R - 0 a

M A R - 0 3

A P R - 0 3

A P R - 0 3

A p R , 0 3

A P R - 0 3

M A Y - 0 3

M A y - 0 3

M A Y - 0 3

M A Y - 0 3

J U N - 0 3

J U N - 0 3

J U N - 0 3

J U N - 0 3

J U L - 0 3

JU L~ 03

J U L - 0 3

J U L- D 3

A U G - D 3

A U G - 0 3

AUG~0:a

A U G - 0 3

S E P - 0 3

S E P - 0 3

S E P - 0 3

S E P - 0 3

$B.135,055.94

$1_15B_1'/8.66

$280,676.19

$sa,s2s.27

$8,593,421 .37

$1,242,614.74

$87,358.18

$77,547,74

$11,627,455.13

$1 ,158,002.44

5561,108.95

$59,372.69

$12_140_790.DB

$1 _os=_090.20

$468,818.39

$80,570.30

$12,592,081 .48

$1,076,530.80

554,350.42

s90,136,43

s11,500,95s.a0

$988,829.73

$274,113.53

$59,481.34

$12.707,439.30

51,303,z23.80

$545,168.39

$71,310.75

514,462,15B,49

$1,260,744.72

$412,533.47

$81 _050.21

$14,s57,3s0.01

$1,161 ,723.94

$1,869.50

590,932.04

$12,a50_14e.44

s1,229,05s.01

$93,532.40

$74,845.90

510,519,2B5.58

$1,123,150.8B

$192,776.24

$61,395.13

$9,295,141.03

s1,122,a20.8s

$104,132.05

$53,794.91

¢»
;
%
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Tucson Electric Power Company
STF 14-38: Fuel Inventory Balances

so Months Ended September 30, 2007
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BALANCE QUERY File: TEP STF 14-38 Fuel Inventory.dis Sheet; TEP Fuel Inv 60 Months
Run Date; 03-JAN-OB 02.31.16 PM; Currency Code; use, Account: 12000, 12010, 12020, 12030
Co: 002, Period Name: acT-oz, NOV-02, DEC-02, JAN-03_ FEB-03, MAR-03, APR-03, MAY-03, JUN-03,
JUL-03, AUG-03, SEP-03, OCT-03, NOV-03, DEC-03, JAN-04, FEB-04, MAR-04, APR-04, MAY-04, JUN-04,
JUL-04, AUG-04, SEP»04, OCT-04, NOV-04, DEC-04, JAN-05, FEB-05, MAR-05, APR~05, MAY-05, JUN-05,
JUL-05, AUG-05, SEP-05, OCT-05, NOV-05, DEC-05, JAN-06, FEB-06, MAR-06, APR-06, MAY-06, JUN-OB,
JUL.05_ AUG-06, SEP-06, OCT-06, NOV-06, DEC-06, JAN-07. FEB~07_ mmR.o7, APR-07, MAY-07_ JUN-07,
JUL-07, AUG-07, SEP-07

1
1
1

i

i
!
i
i
c

1

E
1

Acct. Account Title Date End Balance

2

i

1E
i
f
I
I

I

E

I
1

I

1

e

3
3
i
i

8
3

1

iI
i
i
I
i

5
I

12000
12010

12020
12030

12000
12010
12020
12030
12000
12010
12020
12030
12000
12010

I

1

4

i
3

g
I

41
1

12020
12030

12000

12010
12020

12030
12000
120103

I

8
I

8
EE
E
i
I1g;
Ii

12020

?

I

12030
12000
12010
12020
12030
12000
12010
12020
12oa0
12000

12010

3
8i
g

E

E

i
12020
12030

12000
12010
12020
12030
12000
12010
12020
12030
12000

12010
12020
12030

Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel . Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel . Gas Inventory
Undistributed Fuel Handling Exp
Fud - Coal Inventory
Fuel - oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel- Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel -GasInventory
Undistributed Fuel Handling Exp

OCT-03

OCT-03

OCT-03

OCT-03

NOV-03

NOV~03

NOV-D3

NOV-03

DEC-03

DEC-03

DEC-03

DEC-03

JAN-D4

JAN-04

JAN-04

JAN-04

FEB-04

FEB-04

FEB~04

FEB-04

MAR-04

MAR_04

MAR-04

MMR-D4

APR-04

APR-04

APR-04

APR-04

MAy-04

MAY-D4

MAY-04

MAY-04

JUN-04

JUN-04

JUN-04

JUN-D4

JUL-04

JUL-04

JUL-04

JUL~04

AUG~04

AUG-D4

AUG-O4

AUG-04

SEP-04

SEP-O4

SEP-04

SEP~04

S11,27G,517.59

$1 ,13B,775.02

5284,199.47

$55,772.77

$11_764,06B.30

$1_075,11280

$129,815.23

862.891.04

$12,730.149.62

$1 ,175,829.97

($0.01)

565,082.71

$12,629,212.50

$1154,899.51

5149.181 .61

569,008.45

512.448.a94.91

$1.110,498.78

$0.00

575,005.98

$12,282_915_45

51,203,593.3B

$120,449.73

$69,411.99

$11,02B,215.27

$1210,258.75

$0.00

$57,288.38

510,698,031 .as

$1 .28a,032.35

$0.01

$49,340.63

$12,001,559.B3

$1,309,255.M

$0.00

546,019.16

$13,187,2S2.59

$1,312_185.27

$0.01

550,866_59

$13,40D,774.52

$1 ,357,665.61

$0.01

$55,892.01

$15,925,613.2B

$1 ,385,870.20

$0.01

$80,843.62
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Tucson Electric Power Company
STF 14-38:Fuel Inventory Balances

60 Months Ended September 30, 2oo1
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BALANCE QUERY File: TEP STF 14-3B Fuel Inventofy.dis Sheet; TEP Fuel \no 60 Months
Run Date: 03-JAN-08 02.31.16 PM, Currency Code: USD, Account; 120o0, 12010, 12020, 12030
Co: 002, Period Name: OCT-02, NOV-02. DEC-02, JAN-03, FEB-03, MAR-03, APR-03, MAY-03, JUN-03,
JUL-03, AUG-03, SEP-03, OCT-03, NOV~03, DEC-03, JAN-04, FEB-04, MAR-04_ APR~04, MAY-D4- JUN-04,
JUL-04, AUG~04, SEP-04, OCT-04, NOV-04, DEC-04, JAN-05, FEB-05, MAR-05, APR-05. MAY-05, JUN-05,
JUL-05, AUG-05, SEP-05, OCT-05, NOV-05, DEC~05, JAN-06, FEB-06, MAR-06, APR»06, MAY-06, JUN-D6,
JUL-05, AUG-06, SEP-06, OCT-06, NOV-06, DEC-06, JAN-07, FEB-07, MAR-07, APR-07, MAY-07, JUN-07,

JUL-07, AUG-07, SEP-D7

Acct. Account Title Date End Balance

12000

12010

12020

12030

12000

12010

12020

12030

12000

12010

12020

12030

12000

12010

41
1 2 0 2 0

1 2 0 3 0

1 2 0 0 0

1 2 0 1 0

1 2 0 2 0

1 2 0 3 0

1 2 0 0 0

1 2 0 1 0

1 2 0 2 0

O C T - 0 4

O C T - 0 4

O C T - 0 4

O C T - 0 4

N O V - 0 4

N O V - 0 4

N O V - D 4

N O V - 0 4

D E C - D 4

D E C - 0 4

D E C » 0 4
D E C - 0 4

J A N - 0 5

J A N - 0 5

J A N - 0 5

J A N - 0 5

F E B - 0 5

F E B - 0 5

F E B - 0 5

F E B - 0 5

M A R - 0 5

M A R - O 5

M A R - 0 5

M A R - 0 5

A P R - 0 5

A P R - O 5

A P R - 0 5

A P R - 0 5

M A Y - 0 5

M A Y ~ 0 5

M M Y - 0 5

M A Y - 0 5

JU N - O 5

J U N - 0 5

J U N - 0 5

JU N »05
J U L - 0 5

J U L - 0 5

J U L - 0 5

J U L - 0 5

A U G . 0 5

A U G - 0 5

A U G - 0 5

A U G - 0 5

S E P - 0 5

S E P - 0 5

S E P - 0 5

S E P - 0 5

$12,c>9s,56a.79

s1,542.009.10

$ 0 0 1

$BB,858.0D

$17,488,236,87

$1,488_945,D6

$0.01

$113,10a.z1

$13,392,32B.24

s1.3s4.689.10

$0.02

$97,119.00

$13_581_547.01

$1,47B,188,18

5345_789.58

$95,577.44

513,B08,294,04

$1 ,280,091 .30

$232,174.06

$82,189.46

$15,288,513.99

$1,5B3,733,B5

$0.03

$82,717.21

$16,520,52673

$1 ,4DB,B06.40

$0.03

$52,431,89

$1e,889,59s.99

$1,476.7B7.12

50,03

559,45803

514,sa5,454.58

$1,433,016.56

$0.03

$35,277.48

$17,509,570,09

s1,e9e,1s7.74

$1 .04

551,134.52

$21,63B,594.35

$1 ,958,533.30

$1.05

$107,701.08

$17,790,938.61

$2,184,735.10

$1.04

5108,891 .80
I

1

s

12030

12000
12010
12020
12030
12000
120t0
12020
12030
12000
12010

12020
12030
12000
12010
12020
12030
12000
12010

12020
12030
12000
12010
12020
12030

Fuel . Coal Inventory
Fuel - oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp

Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel . Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel- Oil Inventory

Fuel - Gas Inventory
Undistributed Fuel Handling Exp

Fuel - Coal Inventory
Fuel - Oil inventory
Fuel - Gas Inventory
Undlstributed Fuel Handling Exp
Fuel - Coal Inventory

Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fud - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel . Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp

0
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Tucson Electric Power Company
STF 14-38: Fuel Inventory Balances

60 Months Ended September 30, 2007
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BALANCE QUERY File: TEP STF 14-38 Fuel Inventory.dis Sheet; TEP Fuel Inv ea Months
Run Data 03-JAN-08 02,31..6 PM, Currency Code: USD, Account: 12000, 12010,12020, 12030
Co: 002, Period Name: OCT-02, NOV~82_ DEC-02, JAN-03, FEB-03, MAR-03, APR-03, MAY-03. JUN-03,

JUL-03, AUG-03, SEP~03, OCT-03, NOV~03, DEC-03, JAN-04, FEB-04, MAR-04, APR-04, MAY-04, JUN-04,
JUL-04, AUG~04, SEP-04, OCT-04, NOV-04, DEC-O4_ JAN-05, FEB-D5, MAR-D5, APR-05, MAY-05, JUN-05,

JUL~05, AUG-05, SEP-05, OCT-05, NOV-05, DEC-05, JAN-DE, FEB-06, MAR-06, APR-06, MAY-06, JUN-06,
JUL-06, AUG-05, SEP-05, OCT-06, NOV-06, DEC-06, JAN-07, FEB-07, MAR-07, APR-07, MAY-07- JUN-07,
JuL-07, AuG-07, sEp47

Acct. Account Title Date End Balance

OCT-05
OCT-D5
OCT-05
OCT-05"""

12000
12010
12020
12030
12000
12010
12020
12030
12000
12010
12020
12030
12000
12010
12020
12030

12000

12010
12020

12030
12000
12010
12020
12030
12000
12010
12020
12030

12000
12010
12020
12030
12000
12010

12020
12030
12000

12010
12020
12030
12000
12010

12020
12030
12000
12010
12020

12030

Fuel - Coal Inventory
Fuel .. Oil inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel . on Inventory
Fuel - Gas Inventory
undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas inventory
Undistributed Fuel Handling Exp
Fuel - Coal inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fud Handfing Exp
Fuel . Coal inventory

Fuel - oil lnvmtory
Fuel - Gas Inventory

Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Urldistribuled Fuel Handling Exp
Fuel - Coal inventory
Fuel Oil Inventory
Fuel - Gas inventory
Urldistribuled Fuel Handling Exp
Fuel - Coal Inventory
Fuel Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory

Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory .
Fuel - Gas Inventory
Undistributed Fuel Handling Exp

NOV-05
NOV-05
NOV-05
NOV-D5

DEC-05
DEC-05
DEC-D5
DEC-05
JAN-OG
JAN~06
JAN-06
JAN-OB
FEB-D6

FEB-06
FEB-OB

FEB-05
MAR»0$
MAR-D6
MAR-06
MAR-06
APR-D6
APR-05
APR-D6
APR-05

MAy-0s
MAy~os
MAY-06
MAY-05
JUN-D5
JUN-05
JUN-05
JUN-05
JUL-06
JUL-O6
JUL-05

JUL-D6
AUG~D6
AUG-D6
AUG-06

AUG-06
SEP-06
SEP-D6
SEP~0B
sep-os

$16,952,271.38

$2,0'/5,897.50

$1.06

569,005,1B

$15_B57,0»5.95
$2,603,477.23

81,07

550,253.69

$15,062,963.41

$2,6B0_733.23

$1.05

$71,837138

$14_B23,259.32

52,667,821 .38

81105

575.96272

$15,620_357.64

$2,629,664.50

$1.05

$BB,590.23

$14_9l/7,215.73

$2,910,13B.35

$1.05

574,770.18

$17_a3e,114.99

$1,7B5,722.62

$1.04

$B5,2B3.07

$19.553,G40.33

$1 ,5M,S45.20

$1 .04

$90,619.36

$19512.98931

$1,469,246.32

$1.05

$79,920.93

$17,527_157.11

$1,B48,727.84

51,05

$70,047.65

$14,Q44,753.82

$2,144,377.79

$1.06

$140.580.70

$15_477_985.25

$2,B98.420.12

$1.06

$50,942.65

Page 4 of 5 2/15/2008 12;1s PM



Tucson Electric Power Company
STF 14-38: Fuel Inventory Balances

60 Months EndedSeptember 30, 2007
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Page 113 of 154

BALANCE QUERY File: TEP STF 14-38 Fuel lnventory.dis Sheet; TEP Fud Inv 60 Months
Run Dai et 03-JAN-08 02,31-16 PM; Currency Code; use, Account 12000, 1201 o, 12020, 12030

Co: 002, Period Name: OCT-DZ, NOV-02, DEC-02, JAN-03, FEB-03, MAR-03, APR-03, MAY-03, JUN-03,
JUL~03, AUG-03, SEP-03, OCT-03, NOV-03_ DEC-03, JAN»04, FEB-D4, MAR-04, APR-04, MAY-04, JUN-04,
JUL-04, AUG-04, SEP-04, OCT-04, NOV-04, DEC-04, JAN-05, FEB-05, MAR-05- APR-05, MAY-05, JUN-05,

JUL~05, AUG-05, SEP-05, OCT-05, NOV-05, DEC-05, JAN-06, FEB~06, MAR-DG, APR-06, MAY-06, JUN-06,
JUL-06, AUG~0S, SEP-06, CCT-06, NOV-06, DEC-06, JAN-07, FEB-07, MAR-07. APR-07, MAY-07, JUN-07,
JUL-07, AUG-07, SEP-07

Acct. Account Title Date End Balance

12000

12010

12020

12030

12000

12010

12020

12030

12000

12010

12020

12030

12000

12010

12020

120a0

12000

12010

12020

12030

12000

12010

12020

12030

12000

12010

12020

12030

12000

12010

12020

12030

12000

12010

12020

12030

12000

12010

12020

12030

12000

12010

12020

12030

Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
unaistnnurea Fuel Handling Exp
Fuel -Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel . Coal Inventory

. Fuel _Oil Inventory
Fuel-Gas Inventory

Undistributed Fuel Handling Exp
Fuel -Coal Inventory
Fuel . Oil Inventory

Fuel - Gas Inventory
Undistnlbuted Fuel Handling Exp

Fuel - Coal Inventory
Fuel - oil Inventory
Fuel - Gas Inventory
UndistributedFuelHandling Exp
Fuel - Coal Inventory
Fuel - OII Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory

Fuel Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel- Oil Inventory
Fuel .. Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp

Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Undistributed Fuel Handling Exp
Fuel - Coal Inventory
Fuel - Oil Inventory
Fuel - Gas Inventory
Urldistributed Fuel Handling Exp

OCT-O6

OCT-06

OCT-O6

OCT-06

NOV-06

Nov-os

NOV-DS

NOV-D6

DEC-06

DEC-08

DEC-06

DEC-06

JAN-07

JAN-07

JAN-07

JAN-07

FEB-07

FEB-07

FEB-07

FEB-07

MAR-07

MAR-07

MAR-07

mmR-07

ApR-07

APR-07

APR-07

APR-D7

MAY-07

MAY-D7

MAY-07

MAY-07

JUN-07

JUN-07

JUN-07

JUN-07

JUL-07

JUL-07

JUL-07

JUL-07

AUG-07

AUG~D7

AUG-07

AUG-07

SEP~O7

SEP-07

SEP~07

SEP-07

$15,041,934.21
$2,525,T56.B1

$1.07
$47,532.48

S17_09a.384.52

$2_734,B65.20
$1 .08

$80,553.38
$17,973,415.3B
$2,390,B52.41

$1.06
576,991.47

518,559.832.32
s2_sa1 .071 .75

$1.06

567,209.26
519_052.215.25

$2_53B_663.49
$1.05

$49,330.24
$20,743,845.22
52,55s,s43.3B

$1.06
$89,354.11

$25,403,299,34
$2,138,B9812

51.05
$91,535.79

523,587,096,51

$2,161,C51,21
$1.06

$75,555.81
$22,005,779.05
52,393,051.98

s1.0s
($B4,105.27)

$23.585,795.89
$2,425,201 .57

$1.06
$72,633.10

$23,079,940.23
$2,074,296.78

$1.08
567,608.02

.$24.234.417.s3
$1 ,976,011.42

s1.oe
570,434.01

12000

12010

12020

12030

Page 5 of 5 2/1s/2008 12:15 PM
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

NINETEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 25, 2008

LA-19-15. Please refer to Ms. Kissllnger's testimony at page 18, lines 23-25.

a. Please identify the specific cases relied upon for using a 13-month
average for Fuel Inventory as being "consistent with the treatment
of such accounts 'm prior rate cases."

When preparing such testimony was TEP or Ms. Kissinger aware
of Commission Decision No. 56659 (10/24/99)? If not, explain
fully why not.

Please explain how TEP's calculation of Fuel Inventory in the
current TEP rate case is consistent with the Co1nmission's.iindings
in Decision No. 56659, which states at page 23, among other
things, that: "The Commission finds that the average daily bum
rate should be used to calculate the fuel stock adjustment."

Does TBP agree that it would be reasonable to determine the rate
base allowance for Fuel Inventory, or at least for the coal
inventory, using an average daily burn calculation, as found
appropriate by the Commission in Decision No. 56659? If not,
explain fully why not.

Please provide the information necessary to state the rate base
allowance for Fuel Inventory, and, if d.iBlerent, for the portion of
Fuel Inventory represented by coal inventory, using average daily
burn information. '

Please provide a complete copy of TEP's policies and procedures
for maintaining a sufficient quantity of coal inventory on hand in
order to assure a reliable continuance of service.

RESPONSE :

b.

c .

d.

e.

f.

a. At the time the testimony was written, Ms. Karen Kissinger did not
seek a list of rate orders which used a 13-month average. Instead,
she consulted with two former Commission Staff members as to
their recollection as to the most common inventory valuation
methodology authorized by the Commission; they both indicated
the 13-month average balance approach. There is no written
documentation of such consultation. Ms. Kissinger is aware that in
Decision No. 52632 (December 1, 1981), Commission Staff
recommended the use of the 13-month average, but it was rejected
by the hearing officer, who adopted the use of a test yea-end
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

NHQETEENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07.0402 et al.

January 25, 2008

balance. Please see page 5, lines 2-6 of Decision No. 52632
(December 1, 1981).

Yes.

It is not.

The Company acknowledges that the Commission has applied this
methodology to the Company in the past. However, the Company
does not believe that it is die best determination to use in a
worldng capital calculation. The purpose of calculating working
capital is to determine the amount of cash it takes to operate a
business over time, recognizing that some costs of operation, like
inventory, have to be paid for in advance of service delivery; and
others are paid for after services are delivered, hence, the use of a
lead-lag study for parts of the determination of worldng capital.
The use of an optimum calculation presumes the Company has full
control over all aspects of the fuel delivery process. Prior to
receiving the coal, the coal is subject to delivery issues both at the
mine site (such as shut downs for operational or strike issues,
moves of long walls) and during the delivery process while in the
hands of the rail shipper. At times, coal will need to be acquired in
advance of the need, so there will be more on hand than optimal,
and at others, you simply won't be able to receive the shipments
you need, so you have less than optimal. hi either event, the actual
worldng capital need is based on what Niel inventory you actually
received (and paid for) and are holding on site. The 13-month
historical average more properly recognizes the cash used in the
business, arid that circumstances (over and short as compared to
optimal) will vary over time.

b.

c .

d.

e . Please see LA-19-14 (Avg Daily Burn 05-07), on the enclosed CD
for the calculation of an optimum coal and di.esel oil inventory
level of $18.1 million, to which $78,000 of gas inventory is added,
for a total of approximately $18.2 million. Please see the summary
of differences in the table below. The Excel file on the enclosed
CD is not identified by Bates numbers. LA-19-l4 (Avg daily burn
05-07) contains confidential information and is being provided
pursuant to the terms of the Protective Agreement.
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STA.FF'S

NINETEENTH SET OF DATA REQUESTS
DOCKET NO. E-01933A-07-0402 etal.

January 25, 2008

13-month average Optimum calc Difference

Coal $16,596,167.85 $16,868,62.8.00 $272,460. 15

Oil $2,297,76'/.06 so ,289,691 .00 -$1,008,0'16.06

Gas $78,125.53 $78,125.53 $0.00

Total s18,972,060.44 $18,236,444.53 -$735,615.91

TEP has a weekly operational meeting with the VicePiesidents
responsible for the` plants, and' Plant, Fuels; 'and"'Marketing
Managers to discuss current operational issues. One of the
standing agenda topics is coal inventory at Sundt and Springerville
and what steps the Company may need to take to keep the
inventory at the target levels: . The°operat'ionra1"target"levels-are
between 250,000 and 300,000 tons at SGS and 45,000 tons at
Sundt.

RESPONDENTS : Karen Kissinger (a, b, c and d)
Dave Jacobs(e and f)

WITNESSES : Karen Kissinger (a, b, c and d)
Dave Hutchins (e and Q

~a

f.
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Tucson Electric Power Company

ADIT- Comparison of Total FERC ADIT to Rate Case ADIT

Test Year Ended12-31-2006

G:\TAXSVCS'.RatcCases\TEP\l2-3]-06 Test Year\ADl'I\[ADIT Summary Schedule2006.xls]I Lead

Schedule M
ll/3]/06 ADIT
per FERC SQ

12/31/06
Ratemaking

ADIT
Memo

Reference

1.3c

LSE

Sec 1.2

Ag

1.3K

1.310

I.~/3/

1.4/1)

Sec l l

1.4145

ACCOUNT 190

Amortization of CIP & Professional Fax

Accrued Interest Expense (CIAC)

Accrued Lease kxtezest

AMT Credit

Capital Lease Obligations - NonCurrent

Capital Lease Obligations - Curruzt

Bad Deb! Expense

CIAC

Coal Contract Termination Fee - SGS

Coal Contract Tainination Fee - San Juan

Cost of Goods Sold

Customer Advances

Divided Equivalaxts

Emission Allowance Usage, Sales, & lnvmtory

FAS 106& FAS 112

FAS 143 (Asset Retirement Obligations)

Gain on Reacquired Debt

Grand Canyon Tnist Resave - San Jane
'nvestmcnt in Inf com

xncentjvc Compensation

Long-Term incentive Compensation

Microwave Equipment

Pension v OCI

Moratorium Reduction/Leasc Expense
Rabbi Trust

Reclamation Costs

Restricted Stock & Executive Pwfomianoe Shares

Sails Tax Reserve

SER?
Sick Leave Accrual

SPV Coal Handling Facility

Stock Options

Miscellaneous

UET Lcase

Vacation
Volutary Sevaancc

Total Account 190

2,397,546
424,908

12,8 I4,262

34,064,446
232,786,890

23,266,3 I7

!,226,$8 l

6,480,976

5_416,950

4,476, 194

2,021,87 l

2,367,395

313,265
12,798,253

25,690,675
1,243,438

s, 169

240,290

336,325

54,798

240,044 a c

92 I ,684

6,855,339

0

1,483,761

1,014,103i w v 1

90z,91 1 Sec 1.z

103,305
2, 160, 1 x5

1,068,295

4,142,760

3B4,931
4,793

1 19,536

1,843,582
19,946 1.4199

0 3

0 4

0 36

0 S
0 36

0 3 6

0 6

0 8

0 9

0 f I I
1,0I0,936' 12

2,303,3B8/ 14

313»265" 18

0 20
20_497,27@" 21/22

0 24

0 2 5

277,465/, 2 6

0 2 7

0 2 8
242,609/ 3 1

921,684/ 35

0 3 7
8,49B,5l}/ 3 6

1,516,83s/ 3 9

1,014,103/ 4 0

902,911/ 4 3

4 4

45

4 6 ,

Plank
4 7

N / A

5 0

5 ]
5 2

0 .

2.I60,Is5/.

0

0
384,93

119,536

0

19,946/ g
!

:

ACCOUNT 282

Net Plant ADIT Ratcmaking

Ne! Plant ADIT - Under GAAP

Utility Plant Under Capital I
Total Account 282

g

l
II

Accoumzas 8
'1ebl Diseountf 3
capital Las' Q

9m

a:<5  ̀3 8 a

Regulate'

MisceLI'

TEP(0402)002790



ADJUSTMENT NAME: Springerville Unit 1 Expense

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: June 8, 2007

PREPARED BY: Janet Zaidenberg-Schrum C52.$

CHECKED BY: Mina Briggs

REVIEWED BY: 1 .Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRlPTlON - DEBIT .. GREDIT

454 Rent from Electric Property \1 $566,941

500 Operation Supervision & Engineering - Steam Generation \2 5238,149

502 Steam Expenses - Steam Generation \2 $2,453,630

505 Electric Expenses - Steam Generation \2 $189,923

506 Miscellaneous Steam Power Expenses - Steam Generation \2 $368,155

507 Rents Steam Generation \2 $23,367,388

510 Maintenance Supervision a. Engineering - Steam Generation \2 $287,729

511 Maintenance of Structures Steam Generation \2 $190,264

512 Maintenance of Boiler Plant - Steam Generation \2 $2,591 ,774

513 Maintenance of Electric Plant - Steam Generation \2 $404,565

514 Maintenance Miscellaneous Steam Plant - Steam Generation \2 $595,047

920 Administrative & General Salaries - Steam Generation \2 $289,766

921 Office Supplies & Expenses - Steam Generation \2 8109.258

923 Outside Services Employed \2 $70,685

924 Property Insurance - Steam Generation \2 $195,540

925 Injuries and Damages Steam Generation \2 $27,379

926 Employee Pension & Benefits - Steam Generation \2 $696,565

930.2 Miscellaneous Genera! Expenses \2 $13,036

931 Rents \2 $5.947 *

$32,661,841 $0

Attachment RCS-5
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TUCSON ELECTRIC POWER COMPANY

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED DECEMBER 30, 2006

. 4 '

8.5

* '\

ENTRY TOTAL

NET ENTRY 532,661,841

Reason for Adjustment

\1 To adjust operating revenue for Springervilie Unit 1 lime usage reimbursement from Tri-State.

(The equivalent portion of reimbursement for Springewilie Unit 2 is adjusted in a separate pro forma).

\2 To adjust operating expense for Springewille Unit 1 market price.

6/8/2007 7:06 PM

T E P ( 0 4 0 2 ) 0 0 2 6 2 7



ADJUSTMENT NAME: Luna Plant O&M

MBJUSTMENT TO: income Statement

DATE SUBMITTED: June 25. 2o07

PREPARED BY: Jlaldenberg-Sd'=rum 32,5

GHECKED BY: M. Biggs '.
E

nevsevven BY:
/ ¢

Dallas Dukes
i

FERC

AceT FERC AGCOUHT DESCRIPTION Dean CREDIT

408 Taxes OtherThan income Taxes - Payroll Taxes $7,575

418.15 FAS 143 Excretion Expenia $2.538

500 Steam Prod Over-Supervision -r -5543

646 Other Prod Over-Suparvtsian $1 .72l/,358

553 Mains Can 8 Exec Plan! s27_eoc

556 Sys CntroLILoadDispatch $84,889

560 Trans-Oper Supp a Engr ss 746

320 A&G Salades .ff $312

921 Office Supp4ieslExp9nse .1I $32,973

923 Outside Servloes $52, 181

824 Property insurance .r 587.014

925 injuries 8 Damages $11 ,798/4

825 Penswns 8. Benefits $26,950

5611 Load Dispatch-Reliabslmty $6.226

561 2 Load D:spat<:h»Monitof and Operation Transmission System 93.0194

568.3 Load Dsspatdw-Transmission Service and Sc.l\eduEng $16,946

555 Purchased Power - Demand $15,960,080

$15,968,080 52,103,752
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TUCSON ELECTRIC POWER COMPANY

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED DECEMBER 31, zoos

'

ENTRY TOTAL

Liq
\ I,

t
Si.; q

B
c ,

4' .

NET ENTRY $13,856,248 /

et
4

4

Roaaon for Ad[ust1nent

RemoveLuna O&M expensefrom the revenuerequirement.

6/25/2007 10:2aAm

T E P ( 0 4 0 2 ) 0 0 2 3 9 5



ADJUSTMENT NAME: San Juan Coal

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: June 11, 2007

PREPARED BY: v. Aguirre

CHECKED BY: m. Sheehan

REVIEWED BY: D. Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

501 Fuel $9,384,000

$9,884,000 $0

Attachment RCS-5
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TUCSON ELECTRIC POWER COMPANY

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED DECEMBER 31, 2006

ENTRY TOTAL

Reason for Adjustment

To adjust fuel expense to reflect increased coal costs.

0
6/14/2007 6:02 PM

T E P ( 0 4 0 2 ) 0 0 2 6 0 9
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TUCSON ELECTRIC POWER COMPANY'S
RESPDNSES TO STAFF'S FIRST SET

OF DATA REQUESTS
DOCKET nos. E-01933A-07-0402 et al.

November 1, 2007

STF 1.70 Please provide all Edison Electric Institute invoices related to EEl
expenses recorded during due test year.

3. Please reconcile the amounts shown on the EEL invoices with the
EEl expense recorded in each account during due test year.

RESPONSE : Please see STF 1.70, Bates Nos. TEP(0402)008668 to TEp(0402)008675,
on the enclosed CD for EEl invoices.

RESPONDENT : Mina Brings

Dallas DukesWITNESS :



UNUICE no.

1.ocaoaa:ls7

WVOICE DATE

12/14105

" W S T  x o .

407476

DATE SHIPPED PURCHASE ORDER NO. SHIP VIA TERMS
net soPRINT DATE

12/14/05
LOCATION s»lLEspERso~

Cl a y
ITEM NUMBER DESCRIPTION Ql!l\N1T'Y

onnensn ..»u
nuwmv

D U N I T P RICE EXTENS»ON A

z o06uA Rs  .
Una pm 0.00. MemberTypa vmaaemne -none
Cauaa: Mt. Cosimo DeMasi

-.-..4 ...

PHI (520)571-4000

41w e

/94 I5/745
Ala/ got
ETP0 720 oI,7o

.."..-,.. L- :t-~1.Aa""?8
"!

_ . u

\ ¥',B! " -

422

L.ow°41

v 4 3444 . 1,z,»°8I _ II
I

$4

1

=

_ .  _

112, 076.00

016884

as 2azts

;¢;.¢°8i3

u112,075.0

E

Q

. o 1 4
7-ma

gif.Of

MIC

J

P l e a s e  r e f e r e n c e  i n v o i c e  n u m b e r  o n  c h e c k  a n d  r e t u r n  n s m i t f a n c e  c o p y  w i t h  p a y m e n t

n n o u z r r  P A I DPN Rderenna: d.oo

mvozce NUMBER: 1-oo0o:ssss1

S UB T O T AL  (P ayab l e  I n  u . s .  w an )

112, o'16.00
11: I 076 .to

PLEASE REMIT
THIS AmounT
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¢

EDISON ELECTRIC -.---
INSTHUTE
Rlmlt To' EE! Account: Rncahnbk

701 Plnnryfvania Avenue, MW.
Washington, nc 200042596 FErN: 13-8659556

Hair Mumbo: 282-508-5000
Amounts Racelvablez 282408-5447

FAX: 292.508.5030

Remittance Copy .
Please rementhiscopy with payment

S
o
L
D

S
H
I
P

T
o

Hr .  Cos i m o DeM aai
T u c s on  E l e c t r i c  P ow e r  C o
P O Box 711
U'E204
T u c s on ,  A s  s 5 7 0 2 - 0 7 1 1
D n i t e d  S t a t e s

H E C E W E D

T
o

Hr .  Coa i m c  De M a s i
T u c s on  E l e c t r i c  P ow e r  C o
PO Box 711
UEZO4
T u c s on ,  A Z  8 5 7 0 2 - 0 7 1 1
U n i t e d  S t a t e s

c .  D 8 M A S 1

.4;

.

TEP(0402)008668



iDATE SHIPPED SHIPPED VIASA[ESPERSON p.O. NUMBER F.O.B. POINT TERMS

04/01/08 NETso

QUANTTTY DESCRIPTION UNIT PRICE AMOUNT

2006. UARG pARncipA'vion - inn QUARTER

CONTACT: MR. COSMIO DEMASI

PH: 520-571~4000

- "liKYMEN'T DUE BY MAY 1, 2008

PLEASE REFERENCE INVOICE NUMBER ON THE CHECK AND

RETURNREMITTANCECOPYWITHPAYMENT.

' ¢ ' ? ¢ z f  . 2 1 2 4

O_(,,,.,,,

9 (>n:fe /(_,,.,,»y~4>

m a / , e f w v / * v

.5J~»-J°~~=/~ -~4'l,
$28.019.00
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EDISON ELECTRIC INSTITUTE
MEETING REGISTRATION OFFICE
701.PENNSYLVANIA AVENUE, NW
WASHINGTON, DC 20004
ACCOUNTS REQIENABLE: (282)508-5428

MCE
INVOICE NO: 1-0000383578

DATE' APRIL 1. 2008

RECEIVED

APR zozws

TUCSON ELECTRIC POWER c o .
P.O. BOX "Lr

.a¢¢aa=- o I .17
TUCSON, AZ 85702-0711
MR. COSIMO DEMASI

TUCSON ELECTRIC power co.
p.o. BOX 711
»u1=1041». Q  H /2 .7
TUCSON, Az 8570240711
MR.COSIMODEMASI

C; DeMASI

c. RAY

28,019_()q

Romlt this amount

.. . ..-LED
Ac(j.,-....8pAyABLE

APR 11 aw

TO:

TEP(0402)008669
a u-1

on nn-

Q \p|



SALESPERSON NUMBERP.O. DATE SHIPPED SHIPPED VIA F.O.B. p0{nT TERMS

c. RAY 07101/06 NET 30

QUANTITY
I

DESCRIPTION UNIT PRICE AMOUNT

..

:zoos UARG PARTECIPATION ... 3RD QIJARTER

CONTACT: MR. COSMIO DEMASI

PH: 520-571-4000

- "PAl MEN! UUE urAuuusf 1,2808

PLeAlE REFERENCE INVOICE NUMBER ON THE CHECK AND

RETURN REMITTANCE COPY WITH PAYMENT.

'-='£¢-.¢'?4.

no "'
Account 1' A

JUL 18 :

28,019.00

1
KABL!

006

$2a,019.00
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Emso ELECTRIC INSTITUTE
MEETING REGISTRATION OFFICE
701 PENNSYLVANIA AVENUE, NW
wAsHy GTON, DC 20004
Acct NTS RECEIVABLE: (202)508-5428

INVOICE NO: 1-000038367C
DATE: JULY 1, 2006

TO: RIC POWER co.TUCSON ELE
P.O. BOX 111
UE204
TUCSON, Az 702-0711
MR. COSIMO D MAS!

8

TUCSON ELECTRIC POWER CQ.
P.O. BOX 711
UE204
Tucson, Az 85702-0711
MR. COSIMO DEMASI

I

veoewio

)\\\- '\\ mms

G, ga\v\P~S\

TEP(0402)008670



"$7¥ELESPERSON P.O. NUMBER' "DATE SHIPPED SHIPPED VIA F.O.B. POINT

c. RAY 10/01106
I

QUANTITY DESCRIPTION UNIT PRICE AMOUNT|

$28,019.00

db
I

-`r.

4..
1 ""Tu80n c power co.

p.o. BOX 711
UE204
TUCSON,AZ 85702-0711
MR. COSIMO DEMASI

PH: 520-571 -4o00

CONTACT: MR, COSMIO DEMASI

PLEASE REFERENCE INVOICE NUMBER ON THE CHECK AND r  E NE U

"Do 8 PAYABLE
RETURN REMITTANCE COPY WITH PAYMENT. Ag00ut 8

EDISON ELECTRIC INSTrrUTE
uesrme REGISTRATION OFFICE
701 PENHSYLVANIA AVENUE, NW
WASHINGTON, DC 20004
ACCOUNTS RECEIVABLEZ (202)508-5428

2006 UARG PARTICIPATION -4TH QUARTER

7- ""`PAYMENT DUE BY ncrwnrtmuzn 1, 2005

Ro, I393-A-9 24
,pf '/3'//4

-ruessr4e1=sc1R:c PGWER
p.o. BOX 711
uE204
TUCSON, AZ 85702-0711
MR. COSIMO DEMASI

INVOICE NO: 1~0D0038357D
DATE' OCTOBER 1. 2008

os 20 Anne

I

A
v .

...__gE(;E1VED

c. DQMASI

UCT 19 2805

TERMS

NET 30

28,019.00
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I
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898 VED T PAYMENT

/I, Pats.._ \

Rum: this amount

X
x

I

i

TEP(0402)008671
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Project Task a
Expenditure

T e
Expenditunl Org

(Cost Center) Amount

CC00004 CBUOOS4 251 228 267.067

0

--Accoun!AEas4r Mcoum Stream-H'applicable Amount

ACCOUNTING INFORMATION:

ml

MATERIALS >$ 2_5o0: need Procurement & Contracts Dept Approval.

COMPANY sELEction:(Check a box)

[]Millennium Energy Holdings (MEHC)
ljmmenmum Environ Group(MEG) -

Tucson ElectricPower (TEP)
[]Other (sp§9ifyl

m m .1'l"ì ! q[[

VENDORH:

FOR VWRE TRANSFERS ONLY: Vendor's bank routing information must be supported with a letter form the vendor or the bank

routing information must be on the vendors' invoice.

Bank Name: wAcHovlA BANK, NA,

ABA (routing number) 054001220 Account 2000013842897

Requested by (please prim): Baniamln Modest Signaiuw

For Immediate Pay Only: - this voucher must be manually app

ApproVedby (p1¢a$= prime): Kevlar Larson Signature

Feb 1, zoos

PAY TO THE ORDER OF: Edison Electric Institute

ADDRESS: 701 Pennsylvania Avenue, NW

CITY/STATE/ZIP: Washington D C

EXPLANATION/BUSINESS PURPOSE: Membership Dues - TOP

DUE DATE'

[J Mail Check

lg Return check to:

Apvd. by
Please Pdntl

-

Voucher Request for Check, EFT o(Wire Transfer

WIRE TRANSFER

N ' 1 I II quI_ - 1 n -hmm?

INVOICE#:

Signature:

n --. . . w... .

1-000038292

(]Unisource Energy Corporation (UNS)
DUNS Electric (UNE)
[]ans Gas {lonG)

Mail stop:

1I-h
- H u.nll l

r'|rlm""'°- -1_ruuL|v|nm--Tmr-J

AMOUNT: $267,067

c>._

20004

J ate 1/12/2006

Date

hate 1/12/zoos

Ext.

1- -Lu-u==ul$

._.;.'1lln

I

0
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4:
.L

¢.<,

Note: Projects can not startMM an x and Expenditure Types hen not start with a 9. If you nasal accounting inibnnatlon, conlad
Amber young inFinancial Accounting at 745-3184. Amber will M§9 . yw hewomWon no put in the following box:

g _;.\- _ - L_-;. l u v

Form 5015 rev. 11/04 n

;
Mr

I

4
n.

/vole 53/M8> we Wmowd
I H1»'l/V1 EQ; M Y

WWI5% ll

é."~

nu

m é,<pm3Qs _.

TEp(0¢~0)00)672

4

Jo



Dao Invoice Number
12/14/2005 1 -000038292

Description T0(al

2006 Membership Dues for:

Regular Activities of Edison Elxuic Iustimtcl

Industry Structure Assessment*

IMutual Assistance Progrén?

Total

I Pursuant ro OBRA, the portion of membership dues allocable during 2006 relaxing to
legislation nondeductible for Federal Income Tax purposes is estimated to be 25%.

1 The portion of the voluntary industry Slruetme Assessment alloézablc during2006 relatingIo
influ¢ncing,lcgjslatiun.is estLz:at:d~zo be 70%-

3 Voluntary assessment approve by EEK Executive Commiuee relating xo innlpzovemenrs fordie rapid

response to disasters. No portion of this assessment is allocable to influencing legislation.

( $277,067

.-.4,1.,560,

,5-,eee-

S ""3,627
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av

MM/I /
EDISON EnscfrIuc
INSTITUTE

Wma ran Mnannsrnr Dans
KEMIITANCE COPY

701 PH~lnsy1,vAr41A Avawus, NW
W'A5H1NGIION,DC 20004-2696

Pr-xoma (202)508-5000

vMR. Jmass s. PIGNATELLI

CHA1RMAN, PRESIDENT AND CEO

Umsovncs  ENERGY CORP

P.O. Box 711

TUCSON, AZ 85702-0000

PaymentD , , @ , beforeFebruary1, 2006
(Interestchangeswill accrue ajier due date)

PLEASE non;I1~4FoR1v1Anon ForWIRING.

The followings 'ushrudoa !or hmnsfedng funds eleckodcally to Edison Eecxrir Institute'» account d Me- via Balnk
N.A. in Washington,DC:

5'aa"110>9~ in,
FL °/ o o <5Wachovia Bank, N.A.

WashiugWn, DC

0 54 00 1 220

Edison Electric Institute

2000013842897
701 Pennsylvania Avec NW
Washington, DC 200 1696

Beneficiary Reference: 2006 Membership I es

Please refer any questions to Ed Milan at: phone-(202 S08-5430; fax~(202)508-5030; or e-nnail-emilad@eei.org.

Beiudiciarfs Banda

8211l1'5 Address:

Balnk's ABA Nlmmber:

Beneficiary:

Bead'ldary'.s Acct No:

Benefit:iary's Address

Vs~dm

U S S  M b _

c¢Q52~»=Q"=¢°°"-
5 V 2 , . )

I N I *'Lb\.r

e x  ° 0 » n \ * ' < . / ; J \ _

c

S

I l II II H II l V I Ill

WEI

.4
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Tucson Electric Power Company

EE! Ilambonhlp Dues

Test Year Ended December 31, 2808

Total EEl Membership DlJ8$ Paid

Percentage for Legislative Mv°¢8<=v

EJ<p8I1$8 loExdude

s287,0a7 74'

20.00%e>0'/

$53,413 0/

3/12/2007 10:52 AM 1/

f

1

TEP(0402)008675
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTIENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 31, 2008

LA-20-43. Stock based compensation.

Z.. Please list, by amount and account, all stock based compensation
expense charged to TBP during the test year, including but not
limited to executive stock options, the 2006 Omnibus Stock and
Incentive Plan, perfonnance share awards, accruals made pursuant
to SFAS 123R and any other stock based compensation awards
that resulted in costs being charged to TBP during the test year.

Also,  prov ide a descr ipt i on of  each di st i nc t stock based
compensation program that resulted in charges to TEP during the
test year.

C For each stock based compensation expense identified in response
to part a, please also indicate whether such expense was included
in TEP's pro forma adjustment for incentive compensation, and
exactly where, and in what amount, it was included there.

d. For each item of stock based compensation that was not included
in TEP's pro forma adjustment, explain why such expense was not
included in TEP's pro forma adjustment.

e. Provide comparative information, showing the expense of each
stock based compensation program, by account and amount, for
each year, 1999 through 2007.

RESPONSE : Please see LA-20-43 (a) on the enclosed CD for a worksheet. TEP
implemented FAS 123(R) in 2005. The Excel file on the enclosed
CD is not identified by Bates numbers.

Please see LA-20-43 (b),  Bates Nos.  TEP(0402)032087 to
TEP(0402)032088, on the enclosed CD for a description of each
distinct stock based compensation program that resulted in charges
to TEP during the test year.

c . No pro forma adjustments were made for stock compensation
expense.

b.

b.

a.

No pro forma adjustments were made for stock compensation
expense because stock compensation expense is a component of
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTIENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 31, 2008

market-based compensation. The test-year stock based
compensation expense is a portion of the normal and recurring
compensation and benefits package made available to Officers and
Directors. It also gives added incentive for Officers and Directors
to be inv ested in the Company, as opposed to cash-based
compensation. The level of compensation, incentives and benefits
prov ided to Of f i cers and Di rectors as a part  of  thei r  total
compensation are determined by the UniSource Energy
Compensation Committee, which is comprised of independent
Board of Director members.

Stock-based compensation, or equity compensation, is primarily
awarded in the form of stock options, the ultimate value of which
is based on the future strength and performance of the Company
and as such promotes long-term employee retention, ownership
and long-term operating performance.

e. Please see LA-20-43 (a) on die enclosed CD. Please note that
stock options and performance shares are awarded under the
officers' long-term incentive compensation programs. Thus, this
expense information has been included in information previously
provided for incentive compensation. Please see STF 1.81 (h),
STF 1.111, and STF-14-l8 (e).

RESPONDENTS : Linda Joyce (a - e)
HR Service Group (b)

WITNESS: Dawn Sabers
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTY-SECOND SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

February 6, 2008

LA-22-43. Supplemental Executive Retirement Plan Expense (SERP). Refer to the
response to STF 1.81(b). Please indicate in which FERC account the $927,925
of SERP expense charged to TEP was recorded. If it was recorded in more than
one account, please show the amount recorded 'm each account.

RESPONSE: The $927,925 of SERP expenses is charged to FERC Account 926. Also, please
see the response to LA-20-34.
Dawn Sabers or Dallas DukesRESPONDENTS:

WITNESS: Dawn Sabers
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S FIRST SET

OF DATAREQUESTS
DOCKET nos. E-01933A-07-0402 et al.

November 1, 2007

STD 1.111 Payroll, Incentive Programs. Please provide complete copies of any bonus
programs or incentive award programs in effect at the Company for the
most recent three years. Identify all incentive and bonus program expense
incurred in 2005, 2006 and 2007. Identify the accounts charged. Identify
all incentive and bonus program expense charged or allocated to the
Company from affiliates in 2005, 2006 and 2007.

RESPONSE' Please see the response to STF 1.81 (a) for the description of the incentive
programs available to TEP non-union employees, Union employees are
not eligible for incentive programs.

Expense:

- TEP Incentive Compensation (PEP) Program (excluding officers) :

2005 = $2,358,553

1 2006 = $5,006,389

2007 = $3,884,687 (as of Sept 2007)

Charged to: Account 50100, Sub 0000, Expenditure Type 050, FERC
0506, 0514, 0566, 0570, 0588, 0598, 0903, 0920, 0935.

TEP Oficerportion of Incentive Compensation:

005 = $465,720

) 2006 = $1,156,082

2007 :;: $940,239 (as of Sept 2007)

Charged to: Account 50100, Sub 0000, Expenditure Type 052, FERC
0500, 0580, 0920.

TEP Officers' Long-term Incentive:

2005 = $935,778

2006 = $1,556,945

2007 = $1,080,851

Charged to: Account 50100, Sub 3605, 4013, 4014 Expenditure Type
085. FERC 0500, 0560, 0580, 0920, & 0930

1
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STA.FF'S FIRST SET

OF DATA REQUESTS
DOCKET nos. E-01933A-07-0402 et al.

November 1, 2007

There are no incentives or bonus programs allocated to TEP from
affiliates.

RESPONDENT : Mina Brings and Linda Joyce (TEP Officers' Long-teIm Incentive)

Dawn SabersWITNESS :
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S FIRST SET

OF DATAREQUESTS
DOCKET nos. E-01933A-07-0402 et al.

November 1,2007

STF 1.81 Employee Benefits.

8. List and describe all retirement and incentive programs available to
Company of f icers and employees and to af f i l iate of f icers and
employees whose cost is charged to TEP.

Speciicadly identify the cost of any SERP or similar programs
directly charged or allocated.

State the cost by program, of each retirement program directly
charged or allocated.

Provide the PEP 'financial performance goals for 2005, 2006 and
2007.

e. For each PEP goal, for each year, show the actual results and how
it compared vwltll the target.

Provide the PEP in effect in each yem,2005, 2006 and 2007.

Show in detail how any special recognition awards recorded in die
test year were determined.

Provide the amounts of Officer's Long-tenn Incentive
compensation in total and charged to TEP during the test year,
Include supporting calculations.

RESPONSE : Please see the following employee benefit information:

Incentives: Tucson Electdc Power Company non-union employees
participate in UniSource Energy's Performance Enhancement Plan
("PEP"). The structure determines eligibility for certain bonus
levels by measuring UniSource Energy's performance in three
3188.52

• i inancid performance (UniSource Energy's earnings per
share)

operational cost containment (UniSource Energy's utility
O&M costs)

b.

c.

d.

h.

g.

a.

core business and customer service goals
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S FIRST SET

OF DATA REQUESTS
DOCKET nos. E-01933A-07-0402 et al.

November 1, 2007

Levels of achievement in each area are assigned percentage-based
"scores," and those scores are combined to calculate the final
payout level. The amount made available for bonuses through this
formula may range firm 15 percent to 150 percent of the targeted
payout level.

The 'financial performance and operational cost containment
components each make up 30 percent of the bonus structure, while
the core business and customer service goads account for the
remaining 40 percent.

The scores from each goal are totaled and then multiplied by the
targeted bonus of each employee to determine the total available
dollars to be paid out. Targeted bonus percentages as a percent of
base salary range from 9% - 12% for regular unclassif ied
employees, and 25% - 80% for Managers and Officers. Bonus
percentages as a percent of base salary are used in the calculation
of total available dollars, and actual awards may vary at
management's discretion based on individual employee
contribution. If a payout is achieved, employee PEP bonuses will
be distributed near the end of the first quarter the following year.

Long-term Incentive Program: Tucson Electric Power Company
Officers are eligible to' participate in a Long-term incentive
Program. Please see STF 1.81 (2004 LTI Terms) and STF 1.81
(2006 LTI Terms), Bates Nos. TEP(0402)013165 to
TEP(0402)013168, on the enclosed CD for descriptions of the
terms of the 2004 and 2006 long-term incentive programs. (Note:
The 2005 program targets were not achieved and therefore no
expenses associated with that program ezdst.) Bates Nos.
TEP(0402)013165 to TEP(0402)013168 contain confidential
information and are being provided pursuant to the terms of the
Protective Agreement.

Retirement Programs: Tucson Electric Power Company
eihployees are eligible to participate in a Pension Plan appropriate
for dleir classification. Please see STF 1.81 (Hourly Plan SPD) and
STF 1.81 (Sal Plan SPD), Bates Nos. TEP(0402)013176 to
TEP(0402)013225, on the enclosed CD for information on the
Pension Trust Plan for employees of Tucson Electric Power
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S FIRST SET

OF DATA REQUESTS
DOCKET nos. E-01933A-07-0402 et al.

November 1, 2007

Company represented by I.B.E.W. 1116 & the Tucson Electric
Power Company Salaried Employees Retirement Plan.
Additionally, Officers and Managers may be eligible to participate
in an Excess Benefit Plan as described below:

The Excess Plan retirement benefit is calculated using the
Salaried Retirement Plan formula without regard to the
compensation limits imposed by law or voluntary salary
reductions. For officers, the calculation of final average
pay includes annual incentive bonus amounts.

Bates Nos. TEp(0402)013176 to TEP(0402)013225 contain
confidential information and are~bein.g provided pursuant to the
terms of the Protective Agreement.

401(k) Plan' Tucson Electric Power Company employees are
eligible to participate in the Tucson Electric Power Company
401(k) Plan as described below:

Tucson Electric Power Company's 401(k) Plan takes advantage of
Section 401(k) of the Internal Revenue Code and pennies
employees to voluntarily save from 1/2% to 25% of their pay, up
to the allowable Federal limits, before any deduction for state or
federal income taxes. The Company matches up to the first 4.5%
of pay saved in the 401(k) Plan for Tucson Electric Power
Company employees.

Employees' savings and Company matching contributions are
invested in one or any combination of a selection of professionally
managed investment funds at the direction of the employee.
Employees are eligible to join die 401(k) Plan upon their date of
employment. Company matching contributions are fully and
immediately vested.

SERP expense charged to TEP during the test year was $927,925 .b.

c. Retirement plan expense (other than SERP) charged to TEP during
the test year (before consideration of proforma adjustments) was as
follows:
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S FIRST SET

OF DATAREQUESTS
DOCKET nos. E-01933A-07--402 et al.

November 1, 2007

TEP Union and Salaried Pension Plans
TEP 401K P1311
UNS Electric Pension/401K
UNS Gas Pension/401K
Deferred Comp Plan
Total

$5,818,975
$2,317,575
s 18,138
$ 13,765
s 902.055
$9,070,508

Please see STF 1.81 (ft) (2005 PEP BU Goals), STF 1.81 cd (2006
PEP Memo 10, STF 1.81 (d> (2006 PEP Memo 0) and STF 1.81 (d)
(2007 PEP Memo), Bates Nos. TEP(0402)013169 to
TEP(0402)013173, on the enclosed CD for outlines of the 2005,
2006 and 2007 PEP programs. Bates Nos. TEP(0402)013169 to
TEP(0402)013173"contain confidential information and are being
provided pursuant to the terms of the Protective Agreement.

In 2005, the primary *financial goal of PEP was not met, therefore,
no PEP was awarded 'm 2005. However, short-tenn incentive
compensation was paid out in the font of a Special Recognition
Award. Please see STF 1.81 (e), Bates Nos. TEp(0402)013174 to
TEP(0402)013175, on the enclosed CD for 2006 results. The 2007
PEP da t a  i s  no t  ye t  f i na l i zed  a t  t h i s  t i m e. Bates Nos.
TEp(0402)013174 to TEP(0402)013175 contain conf idential
information and are being provided pursuant to the terms of the
Protective Agreement.

In 2005, PEP had a structure with two primary goals. The primary
'financial goal was a combined 'financial measure for UNS Electric,
UNS Gas and TEP. The second primary goal measured TEP
business unit financial performance, customer and reliability goals,
integration goals and safety and employee goals. Each of the two
primary goals were weighted equally and PEP was only paidif-the
primary Financial goal was met. As stated in response STF 1.81 (e)
above, the 2005 primary financial goal was not met.

d.

e.

In 2006, the PEP structure was changed L: the program that ezdsts
today. It consists of three independent primary gods, and each of
mc primary goals has its own trigger, meaning that if one of the

primary goals is not met, there is still the opportunity to achieve
the two remaining primary goals. The three primary goals are
comprised of  a UniSource Energy Earnings per Share goal
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RESPONSES TO STAFF'S FIRST SET

OF DATA REQUESTS
DOCKET NOS. E-01933A-07-0402 et al.

November 1, 2007

(weighted 30%), a Cost Containment goal which. manages
Operations and Maintenance spending (weights 30%), and Core
Business and Customer Service goals (weighted 40%). The Core
Business and Customer Service goals have many sub-goals
beneath them, measuring reliability, customer service, project
completion, regulatory and safety.

g.

h.

Special recognition awards were not recorded in the test year.

Tota l  O8 icer 's  Long- te rm Incen t ive  compensat ion  fo r  tes t  year
2006 is as follows:

Long-term Incentive compensation - Cash-based
Stock Option Award expense
Performance Share Award expense
Tota l

$ 795,418
$ 847,935
$ 325.993
$1,969,346

Please see STF 1.81 (h) on the enclosed CD for surpportll'tlg
calculations. The Excel file on the enclosed CD is not identified
by Baizes numbers. STP 1.81 (h) contains confidential information
and is being provided pursuant to the terms of the Protective
Agreement.

I

r
1

O1 & ic e r ' s  L o n g - te r m  In c e n t i v e  c o mp e n s a t i o n  i s  a l l o c a te d  to
Un iSource  Energy  c i l ia tes  base on  the  Massachuset ts  fo rmu la
Please see the response to STF 1.111 for amountscharged to
duxiug the test year. Please meat information as confidential.

|

r

RESPONDENTS : HR Services Group (a)
Linda Joyce (b, c and h)
Ken Olson (d-g)

WITNESSES: Dawn Sabers (a., d- 8-)
Koran Kissinger (b, c andh)



ADJUSTMENT NAME: Wholesale Trading Activity

ADJUSTMENT TO: Income Statement

DATE SUBMITTED! June 11, 2007

PREPARED BY: V. Aguirre

CHECKED BY: M. Sheehan

Rsvl EWED BY: D. Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

447 Sales for Resale $106,100,000

555 Purchased Power - Energy $104,381,000

$105,100,000 5104,381,000
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TUCSON ELECTRIC POW ER COMPANY

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED DECEMBER 31, 2006

ENTRY TOTAL

NET ENTRY $1,719,000

Reason for Adjustment

To adjust sales for resale revenue and purchased power expense to reflect the

adjustment for wholesale sales activity.

6/14/2007 6:04 PM

T E P ( 0 4 0 2 ) 0 0 2 7 6 2
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Tucson Elachic Power Company

12131108 Properly Tax Adjustment

12131108 GRC
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Source - Carl Dabelstein 6/12/07

12n1r20as

Function

1zra1rzoos

Book BazoCala Pm Forma

Steam Production
B2B+B2F+B2H+
B3B+B3D+J2B4~J

2E
15,072,711

B2A+B2E+B2G
+B3A+B3C+J2.A

+_)2QB2L
11,318,945 (3,753,7B6)

Other Production
B2D+B2J+D2F+

D2l+J2F 1 ,284,001 B2C+B2l+J2G4-
J2H+J2D-BZM 1329,464 45,463

B1A

B1B

B1C

Transmission 34V

Transmission Non-EHV
. _

Glinefal

S1 F+Y2.A

SIG

Y10A

Y8A

2,246,238

a,011 .550

11 ,011,s63

8a1,1a9

2,224,427

2,895,090

12,983,459

0

(21,809)
(175,460)

1 ,scs,4es

(581 I169)

Tool Y7A 33,433,630 30,751,386 (2,882,245)
-

1

0 <
. Note: Alocaaed to.Ggeneration, Transmiss§cinf8».

I
1

I
|

Duo, *o -(4, V0\vvvQ, 44

w¢fLp@pv¢ »€=r -to
Qr:>QJJ5 *au QrG -forma

<;&3v9\v~»4,~»<-'lf \ -vi\

§̀ &.om`»
\:=onm\<x\oL, Mn
QOA ru.\v1'3¥

_'Scam

\3Jo(\4@<xD".5 all

\ 0o<$=rv
G P S  : r * ¢ = »  \

e
I
i
I

~l

I

l
(u..5 i

I
l

6/12/2007 9:38 AM

i

TEP(0402)002577



Attachment RCS-5
Page 146 of 154

TUCSON ELECTRIC POWER com:pAny's
RESPONSES TO

RUCO'S SIXTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07--402 et al.

December 14, 2007

6.2 PropeNd Tax Please provide a workpaper similar to page 3 of the UNS
Gas and page 2 of UNS Electric in the property tax adjustment workpapers
in their recent rate case, which breaks down the property tax computation
for each allocation. .

RESPONSE: Please see RUCO 6.2 on the enclosed CD for a workpaper which breaks
clovvnthe property tax computation for each allocation. The Excel file on
the enclosed CD isnot identified by Bates numbers.

RESPONDENTS :

WITNESS :

Chris Kelljng and Nona Donahue

Karen Kissinger
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ADJUSTMENT NAME: PPFAC Adjustment

ADJUSTMENT TO' Income Statement

DATE SUBMITTED: June 14, 2007

PREPARED BY: v. Aguirre

CHECKED BY: M. Sheehan

REWEWED BY: D. Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

501 FUel 512,286,000

555 Purchased Power Demand $934,000

555 Purchased Power - Energy $2,705,000

$15,925,000 so
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TUCSON ELECTRIC POWER COMPANY

!NCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED DECEMBERS, 2005

~ l J

ENTRY TOTAL

Reason for Adjustment

To adjust fuel and purchased powerlexpense to set thebase cost of fuel and purchased power

at the expected level for the list year that rates set in this case will be in effect.

6/14/2007 5:57 PM

TEP(0402)002574
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTIENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 31, 2008

LA-20-12. Legal expense. Refer to the responses to STF 14-25 and STF 1.102.

Please identify the amount of all 2006 test yea expense (legal and
other), by account, related to the Motion to Amend Decision No.
62103 A

Please explain fully and in detail why the amount of 2006 test year
expense (legal and other) related to the Motion to Amend Decision
No. 62103, should not be treated similar to rate case expense (i.e.,
normalized over a representative period).

Please identify, quantify and explain all costs, by account, that
TEP has incurred in each year from 2005 through 2007, related to
Docket No. E-01933A-05-0650, re TEP's f iling to Amend
Decision No. 62 l03 .

Did TEP establish any work order or other type of accounting
designation to identify costs that TEP bas incurred in each year
from 2005 through 2007, related to Docket No. E-01933A-05-
0650? If not, explain fully why not. If so, please provide a copy oil
and explain fully, the complete work order and other accounting
designations.

RESPONSE : Please see below for the 2006 test year expense related to the
Motion to Amend Decision No. 62103 ("Motion to An'lend").

•

0408 - $2,489.49

0920 - $46,637.92

0921 - $13,623.44

0923 - $383,075.92

0925 - $30.31

d.

c .

b.

a .

a .

0926 - $10,380.66
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTIENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 31, 2008

b. TEP continuously monitors, participates in and initiates activity at
the Commission which the Company considers to be normal and
recurring business expenditures related to managing a regulated
utility. These costs are expensed as incurred unless i t  is
determined that they are costs directly associated with a formal rate
case filing or part of capital activity. The cost for outside council
expensed to TEP within the test year, 'including the Motion to
Amend act iv i ty, did not material ly dev iate f rom normal and
recurring levels. Therefore, TEP took a conservative approach and
did not request an alternative process to recover the Motion to
Amend costs and did not additionally ask for a normalized level of
outside legal expenses.

c . The costs incurred for 2006 can be found in the response to a.
above. Please see below for the costs incurred in 2005 and 2007 :

2005:

0408 - $15.07

0920 - $263.68

0921 -$1.18

0923 - $50,807.66

0925 - $0.17

0926 .. $58.83

2007:

0408 - $1,948.79

0920 - $32,834.57

0921 - $1,805.22
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S .

TWENTIENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 31,2008

•

0923 - $305,758.31

0925 - $21.71

0926 - $7,158.98

A task number was established to charge costs related to the
Motion to Amend, Outside council also tracked costs specific to
the matter. As stated in response to (b) above, the Motion to
Amend was necessary activ ity in the normal management of a
regulated uti l i ty, and thus was not designated as "Rate Case"
expense but was expensed as incurred.

RESPONDENT: Legal Department

WITNESS:

d.

Dallas Dukes

I
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 8, 2007

LA11.29 PPFAC impacts. (a) Please provide illustrative filled-in information for
Schedule 1 through Schedule 5 of TEP's proposed PPFAC using (1) actual
2006 information and, separately, (2) information from TEP's 2009
forecasted cost of fuel and purchased power. Cb) If the information in part
a is different under TEP's proposed Cost of Service Methodology and
TEP's Hybrid Methodology, please provide both versions. (c) Does TEP
have a fuel and purchased power forecast for 2010? (d) If so, please
provide TEP's fuel and purchased power forecast for 2010. (e) Please
provide illustrative filled-in information for Schedule 1 through Schedule
5 of TEP's proposed PPFAC using TEP's fuel and purchased power
forecast for 2010. (D Was the information listed in MI. Hutchins'
testimony on page 34 derived from TEP's 2010 Mel and purchased power
forecast? If not, please identify and provide the source for such
information.

RESPONSE: (a) For several reasons, it is not possible at this time to provide
illustrative Schedules l through 5 based on historical data Horn
2006 and forecasted data for 2009.

The proposed PPFAC for 2009 is designed to be zero based
on the assumption that the Commission approves the Base
Cost of Fuel and Purchased Power based on the forecasted
2009 data. This means that the Forward Component
calculation (Schedule 2) will be zero.

Since there is no forward component associated with TOP's
2006 data, there will be no balance in the forward
component tracing account (Schedule 3).

Since there may not be a true-up component until 2011,
there may not be a balance in the True-up Component
Calculation (Schedule 4) or the The-up Tracking Account
(Schedule 5).

Since there is no Forward Component associated with 2006
and no True-up Component associated with 2009, the
PPFAC Calculation (Schedule 1) will be zero.

9
3

(b) The only difference in the PPFAC calculation between the Cost-of-
Service Methodology and the Hybrid Methodology is in the
Forward Component; under the Hybrid Method 100% of the off-0

in

. 1
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

ELEVENTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

January 8, 2007

system sales revenue would be credited back to the account,
whereas under the Cost-of-Service Methodology, only 90% of the
revenues would be credited back. However, illustrative schedules
cannot be completed for the same reasons as described in (a.)
above.

(c)

(d)

Yes, TEP has a fuel and purchased power forecast for 2010.

Please see LA 11.29 (d) for the feel and purchased power forecast
for 2010. The Excel file on the enclosed CD is not identified by
Bates numbers.

(e) Please see LA 11.29 (e) for illustrative information for Schedule 1
through Schedule 5 of TEP's proposed PPFAC using TOP's fuel
and purchased power forecast for 2010.

Please note that since TEP has requested that die 2009 Base Cost
of Fuel and Purchased Power be set using the 2009 forecasted data,
the 2009 Forward Component will be zero. There will be no
Forward Component Tracking for 2009 since the rate will be zero.
For the purpose of developing these schedules, and given that 2009
actual costs cannot be determined at this time, we have assumed
that actual costs equal the forecast costs and that there is no True-
up value for 2010. Therefore, the only value calculated for the
2010 PPFAC is the Forward Component based on forecasted cost
per kph To be clear, however, if in fact the actual costs for'2009
do not equal the forecast costs for 2009, there will be a Tme- up
Component for 2010.

(D No, Mr. Hutchems' Direct Testimony on page 34 was not derived
&om TEP's 2010 fuel and purchased power forecast. Mr. Hutchins
used a simple hypothetical example for explanatory purposes only.

RESPONDENT: Carmine Tillman

David HutchinsWITNESS :



Data Request/
Workpaper No. Subject Confidential No. of Pages Page No.

LA-23-5 ADIT Related to FAS 106 8< 112 (without attachment) No 4 2-5
LA~20-23 ADIT Related to ICRA (referenced in LA~23-5) No 4 6 . g
LA-23-7 ADIT Related to Moratorium Reduction No 1 10
LA-23-9 Allocation Factors - Luna Plant - Rate Base No 1 11
LA-23-10 Allocation Factors - Springerville - No 1 No 1 12
LA-23-11 Allocation Factors - Luna - No. 1 No 1 13
LA-23-13 Allocation Factors - San Juan Coal Contract No 1 14
LA-23-14 Allocation Factors - PPFAC Adjustment No 1 15
LA-23-16 Revenue Tax Calculation No 5 16 -20

Total Pages Including this Page 20
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Tucson Electric Power Company
Docket No. E-01933A-07-0402
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Copies of TEP's Responses to Data Requests Received After February 20, 2008

Referenced in the Direct Testimony and Schedules of

Ralph C. Smi th
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSE TO

STAFF'S TWENTY-THIRD SET OF DATA REQUESTS
DGCKET nos. E-01933A-05--650/E-01933A-07-0402

February 20, 2008

LA-23-5. ADIT. Accounts 190 and 283. Refer to workpapers TEP(0402)003243 -
003262 and TEp(0402)002789.

3_ Does TEP agree that ADIT should be only be included in rate base
for assets and liabilities that are included in rate base and for which
TEP has receive normalization authority? If not, explain fully why
not.

b. For each ADIT item in AceOlinf 190§ listed on TEP(0402)002789,
please identify the corresponding liability or deferred credit
amount on TEP's books as of 12/31/06, by amount and account.

c. For each such liability and deferred credit amount on TEP's books
as of 12/31/06 that is related to an ADIT balance that TEP has
included in rate base, please identify, quantify and explain exactly
how TEP has treated the liability and deferred credit balance for
purposes of determining rate base.

Please identify each ADIT item i n Account 190 on
TEP(0402)002789, which TEP has proposed to include as an
addition to rate base without ref lecting the related l iabil i ty or
deferred credit balance as a reduction to rate base. For each such
item, please explain in detail TEP's logic for including the ADIT
debt-balance item in rate base, widiout reflecting the related credit~
balance liability or deferred credit balance as an offset to rate base.

For the $9,268,279 ADIT item 'm Account 283, please identify,
quantify and explain in detail how this amount relates to each
component of the $47,455,224 "Implementation Cost Regulatory
Asset" (on workpapers 003263-003266) and to any and all other
regulatory assets that TEP has requested be included in rate base.

Refer to workpaper TEP(0402)003207. Explain fully why TEP
has attempted to include in rate base portions of the $47,455,224
"Implementation Cost Regulatory Asset" (on workpapers 003263-
003266) relating to the Sundt and San Juan coal contract
termination fees without reflecting an onset to rate base for the
related ADIT.

f.

e.

g.

d.

Please identify the amount of ADIT, by account, that is related to
the Sundt coal  contract termination of  $11,259,934 on TEP
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSE TO

STAFF'S TWENTY-THIRD SET OF DATA REQUESTS
DOCKETnos. E-01933A-05-0650/E-01933A-07-0402

February 20,2008

workpaper 003265. (1) Please show in detail exactly how TEP
reflected the related ADIT amount in TEP's proposed rate base.
(2) If the amount is different than the $5,416,950 listed on TEP
worlcpaper 003207, please provide a complete reconciliation.
Identify, quantify and explain each reconciling

Please identify the amount of ADIT, by account, that is related to
the San Juan coal contract termination of $14,731,089 on TEP
workpaper 003264. (1) Please show in detail exactly how TEP
reflected the related ADIT amount in TEP's proposed rate base.
(2) If the amount is different than the $6,480,976 listed on TEP
workpaper 003207, please provide a complete reconciliation.
Identify, quantify and explain each reconciling

Refer to workpaper TBP (0402)003245. Please show, by year, die
annual amount of tax amortization of the San Juan coal contract:
"tax is alnortizing the amount over the life of the amended
contract."

j- Debt discount and expense amortization. Refer to workpaper TEP
(0402)003247. (1) "Book uses a variety of amortization 'periods
depending on when the debt was issued." Please show in detail the
book amortization schedules for each component of debt discount
and expense amortization. (2) "For tax purposes, TEP amortizes
debt discount and expense amortization based in (sic) the term of
the debt." Please show in detail the tax amortization SchMu1es for
each component of debt discount and expense amortization.

Please identify the liability amount and deferred credit amounts for
FAS 106 and FAS 112 that are related to the $20,497,276 amount
of debit~bdance ADIT in Account 190 (on workpaper 002783) that
TEP has included in rate base.

RESPONSE:

k.

a .

i.

h.

The deferred tax assets added to, and the deferred tax liabilities
deducted from, TEP's rate base in dies rate case reflect the extent
of normalization of deferred taxes that has been previously
authorized ' by the Cornrnission, and the book~tax timing
differences associated with those costs, which have previously
been allowed for recovery in the revenue requirement underlying
the Company's clurent service rates. For further information,
please refer to Ms. Kissinger's Direct Testimony.
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSE TO

STAFF'S TWENTY-THIRD SET OF DATA REQUESTS
DOCKET nos. E-01933A-05-0650/E-01933A-07-0402

February 20, 2008

The deferred tax assets being requested for inclusion in rate base
appear in the second supplemental Blind made in response to STP
1.85. They are deferred tax assets associated with the average test
year  ba l ance o f  FERC Account  252,  Adv ances i n  A i d  o f
Construction, pursuant to Commission Decision No. 55774, and
the remaining unamort ized cost of  contributed microwave
equipment recorded in FERC Account 253, Other Deferred
Credits.

Customer Advances are deducted f rom rate base on l ine 6 of
Schedule B-1. The contributed microwave equipment is included
in the Deferred Credits deducted f rom rate base on l ine 8 of
Schedule B-1.

d.

e.

There are I:lOI1€.

Please refer to LA-20-23 (h), Bates No. TEP(0402)031504 for the
schedule that was provided in the response to LA-20-23. Please
note the ADIT of ($9,268,279) has been revised to ($l2,537,678)
based on more complete information. This rev ised amount is
reflected in the second supplemental f iling made in response to
STF 1.85. The ($l2,537,678) is a reduction to rate base.

The workpaper, TEP(0402)003207, reflects amounts included in
rate base from FERC Account 190, Deferred Tax Assets. ADIT
amounts related to the Implementation Cost Regulatory Asset are
ref lected in FERC Account 283, Deferred Tax Liabilities. The
amounts related to the Implementation Cost Regulatory Asset are
provided in (e) above as well as in our response to LA 20-23 (L g
and h) and are a reduction to rate base, Therefore, TEP ha.s not
attempted to include in rate base portions of the ImpleMentation
Cost Regulatory Asset without reflecting an offset to rate base for
the related ADIT.

g.

f.

c .

b.

The amount of ADIT related to the Sundt coal contract termination
of  $11,259,934 is ($4,458,934) as ref lected OD the attached
schedule in response to LA-20-23 (£ g and h) and provided again
in (e) above. The amount is different than die $5,416,950 listed on
TEP workpaper, TEp(0402)003207. The $5,416,950 is in FERC
account 190, is a deferred tax` asset and related to a coal contract
termination fee for our Springerville generating station. Neither
this coal contract termination fee nor the related deferred tax asset
is in any way related to the Irnplementadon Cost Regulatory Asset
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TUCSON ELECTRIC POWER COMPANY'S
. RESPONSE To
STAFF'S TWENTY-THIRD SET OF DATA REQUESTS

DOCKET nos. E-01933A-05-0650/E-01933A-07-0402
February 20, 2008

Also, by reference to TEP workpaper TEP(0402)003207, please
note that the FERC Account 190 deferred tax asset that you refer to
here we explicitly excluded Nom the rate case.

The amount of ADIT related to the San Juan coal contract
termination of $14,731,089 is ($l,086,93l) as reflected on the
attached schedule in response to LA 20-23, questions f, g, and h as
previously provided and provided again in e. above. The amount
is different than the $6,480,976 listed on TBP workpaper
TEP(0402)003207. The $6,480,976 is in FERC account 190, is a
deferred tax asset and is related to Contributions in Aid of
Construction, CIAC. Neither the CIAC nor the related deferred tax
asset is in any way related to die Implementation Cost Regulatory
Asset. `

i. Please see LA-23-5 (i) on the enclosed CD for the amortization
schedule for the San Juan coal contract amendment that is utilized
for income tax reporting proposes. The Excel tile on the enclosed
CD isnot identified by Bates numbers.

In reference to the TEP wodcpaper TEP(0402)003247, debt
discount and expense amortization. The debt discount and expense
amortization is not included in the operating revenues and expense
as a component of required operating revenue. These costs occur
below the line and synchronized interest is substituted for rate
making purposes for the expenses related with debt. Therefore,
there is no book or tax amortizationof debt discount and expense
reflected in the rate case. Please note that on workpaper
TEP(0402)003247 this is so stated.

Please refer to the response provided in (b) above regarding the
liability amount and deferred credit amounts for FAS 106 and FAS
112 that are related to the $20,497,276 amount of debit-balance
ADIT in Account 190. Please note that based in the second
supplemental Blind being made in response to STF 1.85, the ADIT
of $20,497,276 has been removed as an increase to rate base.

RESPONDENTS: Nona Donahue and Carl Dabelstein

NESS: Karen Kissinger

k.

j.

h.
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January31, 2008

LA-20-23. ICRA amortization periods.

8. Please reconcile the Company's proposed amortization periods for
each component of the Company-proposed ICRA (1) listed on
page 20 of Ms. Kissinger's direct testimony with (2) the annual
amortization amounts for each item shown on workpapers
TEp(0402)000214 and 000215. Identify, quantify and explain
each reconciling difference.

b. Which amortization periods for each component of the ICRA is
TEP proposing: (1) the amortizations by FERC account shown on
page 20 of Ms. Kissinger's direct testimony, or (2) the amounts
based on amortizing each component over four years shown on
workpapers TEP(0402)000214 end 000215.

c . Explain fully why the amounts related to each component would
not be spread equally over the chosen amortization period.

Is TEP proposing to include any of the amounts charged to
Account 501, Fuel Expense, in the PPFAC in any year? If so,
please identify, quantify and explain exactly how such amounts
would be treated for PPFAC purposes in each year.

Please clarify what actual calendar year is represented by each of
die following on Ms. Kissinger's direct testimony, page 20: (1)
"Year One", (2) Year Two, (3) Year Three, and (4) Year Four.

Please identify all Accumulated Deferred Income Tax amounts for
each year associated with the Company's proposed amortization
periods for each component of the Company-proposed ICRA listed
on page 20 ohMs. Kissinger's direct testimony.

Please identify all Accumulated Defined Income Tax amounts for
each year associated with the Company's proposed amortization
periods for each component of the Company-proposed ICRA
shown on workpapers TEP(0402)000214 and 000215.

d.

f.

e.

g.

h. Please identify, quantify and explain Accumulated Deferred
Income Tax related to each component of the Company's proposed
ICRA as of 12/31/2006.
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTIENTH SET OF DATA REQUESTS
DOCKET NO. E-01933A-07-0402 et al.

January 31,2008

Please identify by specific calendar years, exactly what is the
"approximately 10- year period" referred to on page 21, line ll of
Ms. Kissillger's direct testimony.

During each year of the period during which TEP maintained the
$14.2 million on its books, please show in detail how TEP
evaluated this asset for impairment, and provide all associated
analysis and workpapers. Please include in your answer detailed
explanations of how TBP re-evaluated whether it should continue
canoing this asset on its books in each year in view of (1) TEP's
actual earnings in each year, and (2) each subsequent change and
modification to.the terms of the 1999 Settlement Agreement.

RESPONSE : The workpapers referenced, TEP(0402)000214 .-
TEP(0402)000215, do not include an amortization schedule. The
workpaper TEP(0402)000215 includes a detailed itemization of a
component of the ICRA, financing costs written-oH` by TEP in
2004 and 2005, while the workpaper TEP(0402)000214 is a
summary of the same costs, which tie to the $7.3 million. We were
unable to identify die reconciling differences referenced in your
request.

TEP is requesting amortization of the ICRA based on the schedule
presented in Ms. Kissinger's Direct Testimony on page 20. We
were unable to identify an alternative amortization schedule in the
work papers referenced in your request.

The information requested appears on page 20, line 10 dirough
page 21, line 17 of the Direct Testimony of Ms. Karen Kissinger
filed in this docket.

d.

e .

No.

Ms. Kissinger is not referring to calendar years. She is referring to
"rate years," or fiscal years, beginning with the date of
effectiveness of the order arising from this proceeding, and
continuing for a period of four fiscal years from such date.

Please find attached the Accumulated Deferred Income Tax
amounts for each year associated with the Conlpany's proposed
amortization periods for each component of the Company-

b.

j.

c .

a.

i.

I i  H l ll
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO STAFF'S

TWENTIENTH SET OF DATA REQUESTS
DOCKET NO. E-01933A-07-0402 et al.

January 31, 2008

proposed ICRA listed on page 20 of Ms. Kissinger's Direct
Testimony.

We are requesting amortization of the ICRA based on the schedule
presented in Ms. Kissinger's Direct Testimony on page 20. We
were unable to identify an alterative amortization schedule in the
workpapers referenced in your request.

Please see LA-20-23 (h), Bates No. 031504, on the enclosed CD
for the identification, quantification and explanation of the
Accumulated Deferred Income Tax Related to each component of
the Company's proposed ICRA as of Decernber 31, 2006.

Ms. Kissinger is not referring to calendar years. She is referring to
ten fiscal years, beginning on November 30, 1999, through
November 29, 2009. The beginning date is the date Of Decision
No. 62103 (November 30, 1999).

No evaluations of impairment were performed, as no changes in
facts or circumstances became evident to TEP that the Commission
would not stand by the information appearing in Decision 62103
with respect to these assets. We are aware of no modjiicadons to

. the 1999 Settlement Agreement which had any impact on these
assets, which total $12.5 million, per our response to LA 11.51.

RESPONDENTS : Karen Kissinger, Maya Liddell and Nona Donahue

WITNE SS :

j.

Karen Kissinger

i.

h.

g.

r
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TUCSON ELECTRIC POWER COMPANIY'S
RESPONSE TO

STAFF'S TWENTY-THIRD SET OF DATA REQUESTS
DOCKET nos. E-01933A-05-0650/E-01933A-07.0402

February 20, 2008

LA~23-7. Refer to the Moratoriurri RedUction/Lease Expense. Workpaper
TEP(0402)003252 and 002783 for $8,498,51l, which TBP has added to
rate base. (a) Please show the pre-tax book and tax amortization amounts
by year &om inception through 12/31/06 broken out between (1)
Springerville Unit 1, (2) Springerville Common, (3) Spriugerville Coal
Handling, and (4) Irvington Unit 4. (b) To the extent that TEP's purchase
from Hubbell in 2001 and from Comcast in 2006 affected the annual
amount of book or tax amortization for any of these items in any year,
please isolate such impacts. (c) Please reconcile and show in detail how
the $8,498,511 amount of debit balance ADIT in Account 190 listed on
workpaper 002783 was derived from the information provided in response
to part a. Identify, quantify and explain each reconciling item.

RESPONSE : The ADIT of $8,498,511 was included as an increase to rate base in error.
The removal of this amount is reflected in the supplemental responses to
STF 1.85 8.I1d. STF 1.86.

Springerville Unit l is reflected in the rate case as a purchased power
arrangement. Springerville Common, Springerville Coal Handling and
Irvington Unit 4 leases are reflected in the rate case as operating leases.
Therefore, it is not appropriate to include a deferred tax asset for these
items.

Please see the response above.(H)

(b)

(c) Please see the response above.

RESPONDENTS: Nona Donahue and Carl Dabelstein

Please see the response above.

I

WITNESS: Karen Kissinger
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSE TO

STAFF'S TWENTY-THIRD SET OF DATA REQUESTS
DQCKET nos. E-01933A-05-0650/E-01933A-07-0402

February 20, 2008

LA-23-9. Refer to TEP's pro Ronna rate base adjustment to remove Plant in Service,
related Accumulated Depreciation, Materials & Supplies (M&S) and
Prepayments associated with the Luna Plant facil i ty as well as 'lEt's
"2007 Rev Red Model" workpaper. Please conf irm that the Plant in
Service and Accumulated Depreciation apply the 94.53% ACC
jurisdictional allocation factor and that M&S and Prepayments use the
96.80% and 95.68% ACC jurisdictional allocation factors, respectively. If
these percentages are incorrect, provide the appropriate ACC jurisdictional
allocation factor applicable to each account.

RESPONSE: Although the Luna plant, related accumulated depreciation, related
materials and supplies, and related prepayments 'are removed from rate
base and, thus do not have the ACC jurisdictional allocation factors (for
wholesale Hmm sales) applied, the factors applied to the FERC plant
account balances &om which the Luna amounts were removed are the
factors as noted above. This is confirmed for the Cost-of-Service, Hybrid
and Market Revenue Requirement Methodologies.

RESPONDENT: Janet Zaidenberg-Schrum

WITNESS : Dallas Dukes

1
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TUCSON ELECTRIC POWER com1>Any's
RESPONSE TO

STAFF'S TWENTY-THIRD SET OF DATA REQUESTS
DUCKET nos. E4)1933A-05-0650/E-01933A-07-0402

February 20, 2008

LA-23-10. Refer to TEN's pro forma operating income adjustment to remove from
test year operating expenses, the non-Mel amounts associated with
Springerville Unit No. 1, TEP's "2007'Rev Req Model" workpaper and the
table below. Please conNer that the ACC jurisdictional allocation factors
shown in the table below (which were 'taken Nom the workpaper
referenced above) are correct. If they are incorrect, please provide the
correct ACC jurisdictional allocation factors for each account.
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RESPONSE : The ACC jurisdictional allocation factors (for wholesale Elm sales) shown
'm the table above are connliinnued for the Cost-of-Service, Hybrid and
Market Revenue Requirement Methodologies.

RESPGNDENT :

WITNESS :

Janet Zaidenberg-Schrum

Dallas Dukes
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSE TO

STAFF'S TWENTY-THIRD SET OF DATA REQUESTS
DOCKET nos. E-01933A-05-0650/E-01933A-07-0402

February 20, 2008

LA-23-11. Refer to TEP's pro forma operating .income adjustment to remove from
test year operating expenses, the non-fuel .anlountslassociated with the
Luna Plant facility, TEP's "2007 Rev Red Model" workpaper and the table
below. Please confirm that the ACC jurisdictional allocation factors
shown in the table below (which were taken from the workpaper
referenced above) are correct. If they are incorrect, please provide Ute
correct ACC jurisdictional allocation factors for each account.

40s TaJtlsGIhu"Ihll1r1}n¢:uluu:-P.jmoilTana
411.10 FA9l43Anudim}81@uns¢

S m a@mnm¢.,¢;nnq,.8m¢;m,S-g¥,V§n,,
546 c l b e r n m u i n n @ ¢ = ¢ , u s - g , m ; § m
553 l\*Iaintu:elnce&(3a1utz1HectdcI*!2lrnt
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RESPONSE : The ACC jurisdictional allocations factors (for wholesale Hnnu sales) for
FERC Accounts 561.1, 561.2 and 561.3 in the table above are incorrect.
The correct ACC jurisdictional allocation factor (for wholesale Elm sales)
used in the "2007 Rev Req Model" is 94.53%. This applies to the Cost-of-
Service, Hybrid and Market Revenue Requirement Methodologies. The
ACC jurisdictional allocation factors for the other items shown in the table
above are correct. This applies to the Cost-of-Service, Hybrid and Market
Revenue Requiredment Methodologies.

RESPONDENT: Janet Zaidenberg-Schrum

WITNESS: Dallas Dukes



Attachment RCS-6
Page 14 of 20

TUCSON ELECTRIC POWER COMPANY'S
RESPONSE TO

STAFF'S TWENTY-THIRD SET OF DATA REQUESTS
DOCKET nos. E-01933A-05--650/E-01933A-07-0402

February 20, 2008

LA-23-13. Refer to TEP's pro forma operating income addustments to increase fuel
expense related to the Sundt and San Juan coal contracts in the amounts of
$7.384 million and $9.884 million, respectively as well as TEP's "2007
Rev Req Model" workpaper. Please coniinnn that 89.56% is the proper
ACC jurisdictional allocation factor to apply to the referenced amounts. If
this is incorrect, provide the correct ACC-jurisdictional allocation factor
for each account.

RESPONSE : The `ACC jurisdictional allocation factor (for wholesale firm sales) of
89.56% is confinnued for the Cost-oi1Seu'vice, Hybrid and Market Revenue
Requirement Methodologies .

RESPONDENT: Janet Zaidenberg-Schrunn

WITNESS : Dallas Dukes
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSE TO

STAFF'S TWENTY_THIRD SET OF DATA REQUESTS
DOCKET nos. E-01933A-05-0650/E-01933A-07-0402

February20, 2008

LA~23-14. Refer to TEP's pro forma operating income adjustment to increase fuel and
purchased power expenses related to the Company's proposed PPFAC,
TEP's "2007 Rev Req Model" workpaper and die table below. Please
coninrn that the ACC jurisdictional allocation factors shown in the table
below (which were taken Nom the workpaper referenced above) are
correct. If they are incorrect, provide the correct ACC jurisdictional
allocation factor for each account.

Fudléspanse
Pi1zdJasedPlulAa~DmnElnd

F\1n:chmedBovlcr-Energy

1~a.¢~4usn>m¢mqmung1n==0m=

$(11286000)

$ (934,000)
$ (;705,m0)
s(15,925,000l

89.56%

9453%

89.56%

$(11,0fB,767)
s (89951)
s (2,4v2,®1)
${14,3c9,410)

RESPONSE : The ACC jurisdictional allocation factors (for wholesale Ema sales) shown
in the table above are confirmed for the Cost-of-Service, Hybrid and
Market Revenue Requirement Mediodologies.

RESPONDENT: Janet Zaidenberg-Schrum

WITNESS : Dallas Dukes

501

555

555
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSE TO

STAFF'S TWENTY-THIRD SET OF DATAREQUESTS
DOCKET nos. E-01933A-05-0650/E--1933A-07-0402

February 20, 2008

LA-23-16. Lead Lag Study. Refer to TEP's Lead Lag Study workpapers and the table
below, which is from Tab A iron the workpapers referenced above, and
shows TEP's test year revenue tax calculation. Please explain fully and 'm
detail why TEP did not include its adjusted Sales For Resale and Other
Operating Revenue in the amounts of $58.402 million and $34.542 million
(as shown on Schedule C-1), respectively, in its revenue tax calculation.

scale Sales Tax - Billed

ow sales Tax .. Banda

CUUHIY Sales Tax - Billed

Fraudise Fees . Blued

Aoofnuoo Assessrrents - Billed

Toler Revenue Taxes

$9,436.245

$1,956,624

$9,505,735

$1,802125

ses.145,ees

Total Tad Year Retail Revere 5774,470,361

8IlediveRe~e1JeTaxpe'w11zge 8.541 %

Tolacfp1<>-Fom1aRaaslRevemeA4.

Efl*ec!iveReva'n.leTa><Paca1tage

Additia1al Re~a1ueTanes

($83,018,sa'z)

8.541%

(5/.090,449)

Talaa 3tin1amed Reva\Le Takes $59,w,220

RESPONSE: Please see the LA 23-16 on the enclosed CD for the rev enue tax
calculatioN: `Salés for Resale of $58.402 million are not included in this
calculation because they are not subject to these taxes and assessments.
Of the total Other Operating Revenues of  $34.542 mil l ion, TEP has
included the adjusted amount of $3.811 million in the revised calculation
because these amounts are subject to the taxes and assessments but were
omitted Hom the original calculation in error. The remaining $30.73 l
million of' Other Operating Revenues are not included because they are not
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSE TO

STAFF'S TWENTY-THIRD SET OF DATA REQUESTS
DOCKET nos. E-01933A-05--650/E-01933A-07-0402

February 20, 2008

subject to these taxes and assessments. Please note that this Excel
spreadsheet has also been provided in the fust supplemental response to
Staff Data Request 1.85. The Excel tile on due enclosed CD is not
identified by Bates numbers.

Janet Zaidenberg-SchrurnRESPONDENT:

VVITNESS: Dallas Dukes

\

I

l



I

l

I
I
x
a

!

8
3
I

1
I!
1
i

1
l

y
2I
8
5
i1E
I!
5

E
E
l

3
3i
\.k

°.;1<..--¥ v"4 .¢,,.;t <' ah is up" -» no ; 1..  - , 9:8» -'*=;-'**;3""*'$?"* ..,4f»*§'§_'*.;; i7 I;? * ' .§9 * .
. . 6 3  . m a r s i i f  _ , § ' ; * £ ' ¢ ¢ p 1 ' I 2 *

-=i*.e§¢':1 *v§=?1n¢=r*v

Total Pro-Fom1a Retail Revenue Adj.--~---

Effective Revenue Tax Percentage

ACC/RUCO Assessments - Billed

City Sales Tax - Billed

County Sales Tax - Billed

Franchise Fees - Billed

State Sales Tax - Billed

Revised per LA 23-1 S

.1 8"

Total Revenue Taxes

Total Test Year Retail Revenue
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$774,470,361
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8.510%

|-

~¢

' 4 2

:>

Attachment RCS-6
Page 18 of 20

Effective Revenue Tax Percentage 8.510%

4
t
g
2
4
i
l Additional Revenue Taxes ($6,977,437)

i
I
£

3
I

I
I

Total Estimated Revenue Taxes - Corrected $59,168,232

¥I Total Estimated Revenue Taxes - as filed $59,055,220

3
1I
1
i
!
\

Change in Total Estimated Revenue Taxes $113,012

1
4

4!
2

0Y
1

2/22/2008 9:28 AM
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Tucson Electric Power Company

Test Year Ended December 31, zoos

Lead/Lag Study - Revenue Tax Calculation

GRIGINAL AS FlLEN

state Sales Tax - Billed

City Sales Tax - Billed

County Sales Tax - Billed

Franchise Fees - Billed

ACC/RUCO Assessments - Billed

Total Revenue Taxes

$43,443,938
$9,436,248
$1,956,624
$9,506,736
$1,802,125

$66,145,669

Total Test Year Retag! Revenue $774,470,351
I

Effective Revenue Tax Percentage 8.541%
I

Total of Pro-Forma Retail Revenue Adj.

Effective Revenue Tax Percentage

Additional Revenue Taxes

($83,018,932)

8.541%

($7,090,449)

1

Total Estimated Revenue Taxes $59,055,220

2/22/2008 9:29 AM

I
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1 I. INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3 My name is David C. Parcels. I am President and Senior Economist of Technical

4

5

Associates, Inc. My business address is Suite 601, 1051 East Cary Street, Richmond,

Virginia 23219.

6

7 Please summarize your educational background and professional experience.

8 I hold B.A. (1969) and M.A. (1970) degrees in economics from Virginia Polytechnic

9 Institute and State University (Virginia Tech) and a M.B.A. (1985) firm Virginia

I have been a10 Commonwealth University. consulting economist with Technical

11 I

12

13

14

15

Associates since 1970. have provided cost of capital testimony in public utility

ratemaking proceedings dating back to 1972. In corniection with this, I have previously

filed testimony and/or testified in approximately 400 utility proceedings before 40

regulatory agencies in the United States and Canada. Attachment I provides a more

complete description of my education and relevant work experience.

16

17 Q- Have you previously testifiedbefore the Arizona Corporation Commission?

18 Yes, I have testified in a number of prior Arizona Corporation Commission

19

20

("Colnmission") proceedings, including the recent electric rate cases involving Arizona

Public Service Company (Docket No. E-01345A-05-0816), UNS Gas, Inc. (Docket No.

21 Those

22

G_01345A-05-0463), and UNS Electric, Inc. (Docket No. E-0404A-06-0783).

testimonies were provided on behalf of the Commission Staff

23

24 Q. What is the purpose of your testimony in this proceeding?

25

26

A.

Q.

A.

A.

A. I have been retained by the Utilities Division Staff to evaluate the cost of capital aspects of

the filing of Tucson Electric Power Company ("TEP" or "Company"). I have performed
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1

2

3

independent studies and am making recommendations of the current cost of capital for

TEP. In addit ion,  because TEP is  a  subsidiary of UniSource Energy Corpora t ion

("UniSource Energy"), I also have evaluated this entity in my analyses.

4

5 Q- Have you prepared an exhibit in support of your testimony?

6 Yes, I have prepared one exhibit,  identified as Schedule 1 through Schedule 15. This

7 exhibit was prepared either by me or under my direction. The information contained in

this exhibit is correct to the best of my knowledge and belief.8

9

10 II. RECOMMENDATIONS AND SUMMARY

11 What are your recommendations in this proceeding?

12 My overall cost of capital recommendations for TEP are:

13

14 Percent Cost Return

15
Short-Term Debt 2.16% 5.92% 0.13%

16
Long-Term Debt 57.94% 6.40% 3.71%

17
Common Equity 39.90% 9.5-10_5% 3.79-4.19%

18
Total 100.00% 7.63-8.03%

19 7.93% with 10.25% ROE

20

21

22

23

24

25

26

A.

A.

Q.

TEP's application requests a return on common equity of 10.75 percent and a total cost of

capital of 8.35 percent. This cost of capital is based on a hypothetical capital structure

comprised of 55 percent  long-term debt  and 45 percent  common equity. TEP also

proposes an alternative cost of capital that is based on its actual capital structure (2.16

percent short-term debt, 57.94 percent long-term debt and 39.90 percent common equity),

with a cost of equity of l 1 .75 percent and a total cost of capital of 8.53 percent.
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Q-

This proceeding is concerned with TEP's regulated electric utility operations in Arizona.

My analyses are concerned with the Company's total cost of capital. The first step in

performing these analyses is the development of the appropriate capital structure. TEP's

proposed capital structure is the "pro-forma" capital structure ratios of the Company,

which is actually a hypothetical capital structure. I do not use this hypothetical capital

structure in my cost of capital analyses, but rather use the Company's actual test period

Please summarize your cost of capital analyses and related conclusions for TEP.

capital structure ratios.

13

The second step in a cost of capital calculation is a determination of the embedded cost

rates of short-term debt and long-term debt. I have used the 5.92 percent cost rate for

short-term debt and the 6.40 percent cost rate for long-tenn debt contained in TEP's

application (i.e., the actual test period capital structure alternative).

14

15 The third step in the cost of capital calculation is the estimation of the cost of common

16

17

equity. I have employed three recognized methodologies to estimate the cost of equity for

TEP. Each of these methodologies is applied to two groups of proxy utilities. These three

18 methodologies and my findings are:

19

20

21

Methodology

Discounted Cash Flow

Range

9.5-10.5%

22 9.5~9.8%Capital Asset Pricing Model

Comparable Earnings 10.0-10.5%

A.

Based upon these findings, I conclude that the cost of common equity for the proxy

utilities is within a range of 9.50 percent to 10.5 percent (10.0 percent mid-point). This
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l

2

3

4

5

6

range is determined by the results of all three of my cost of equity methodology results,

since all three sets of results fall within this range. As I indicated in my testimony, TEP's

capital structure contains less equity than other electric utilities and the proxy groups that I

use to estimate the Company's cost of equity. As a result, lrecornmend that TEP's cost of

equity be within the upper portion of my 9.5 percent to 10.5 percent range. Instead of the

10.0 percent mid-point, I recommend that 10.25 percent be used for setting the Company's

7 rates.

8

9

10

Combining these three steps into a weighted cost of capital results in an overall range of

7.63 percent to 8.03 percent (7.93 percent with 10.25 percent cost of equity).

11

12 111. ECONOMIC PRINCIPLES AND METHODOLOGIES

13 Q.

14

What are the primary economic principles that establish the standards for

determining a fair rate of return for a regulated utility'7

15

16

17

18

19

20

21

Public utility rates are normally established in a manner designed to allow the recovery of

their costs, including capital costs. This is frequently referred to as "cost of service"

ratemaking. Rates for regulated public utilities traditionally have been primarily

established using the "rate base - rate of return" concept. Under this method, utilities are

allowed to recover a level of operating expenses, taxes, and depreciation deemed

reasonable for rate-setting purposes, and are granted an opportunity to earn a fair rate of

return on the assets utilized (i.e., rate base) in providing service to their customers.

22

23

24

The rate base is derived from the asset side of the utility's balance sheet as a dollar amount

and the rate of return is developed from the liabilities/owners' equity side of the balance

25 Thus, revenue impact of the cost of capital is derived by

26

A.

sheet as a percentage.

multiplying the rate base by the rate of return, including income taxes.
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1

2

3

4

The rate of return is developed from the cost of capital, which is estimated by weighting

the capital structure components (i.e., debt, preferred stock, and common equity) by their

percentages in the capital structure and multiplying these values by their cost rates. This

is also known as the weighted cost of capital.

5

6

7

8

9

10

Technically, "fair rate of return" is a legal and accounting concept that refers to an ex post

(after the fact) earned return on an asset base, while the cost of capital is an economic and

financial concept which refers to an ex ante (before the fact) expected or required return

on a liability base. In regulatory proceedings, however, the two terms are often used

interchangeably. Shave equated the two concepts in my testimony.

11

12

13

14

15

16

From an economic standpoint, a fairrate of return is normally interpreted to mean that a11

efficient and economically managed utility will be able to maintain its financial integrity,

attract capital, and establish comparable returns for similar risk investments. These

concepts are derived from economic and financial theory and are generally implemented

using financial models and economic concepts.

17

18

19

20

Although I am not a lawyer and I do not offer a legal opinion, my testimony is based on

my understanding that two United States Supreme Court decisions provide the controlling

standards for a fair rate of return. The first decision is Bluefield Water Works and

21

22

Improvement Co. v. Public Serf. Cornm'n of West Virginia, 262 U.S. 679 (1923). In this

decision, the Court stated:

23

24

25

What annual rate will constitute just compensation depends upon many

circumstances and must be determined by the exercise of fair and

26 enlightened judgment, having regard to all relevant facts. A public
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1

2

3

utility is entitled to such rates as will permit it to earn a return on the

value of the property which it employs for the convenience of the public

equal to that at the same time and in the samegenerally being made

4 general part of the country on investments other business

5

6

7

8

9

10

11

12

undertakings which are attended by corresponding risks and

uncertainties, but it has no constitutional right to profits such as are

realized or anticipated in highly profitable enterprises or speculative

ventures. The return should be reasonably sufficient to assure confidence

in the financial soundness of the utility, and should be adequate, under

efficient and economical management, tO maintain and support its

creditand enable it to raise the money necessary for the proper discharge

of its public duties. A rate of return may be reasonable at one time, and

13

14

become too high or too low by changes affecting opportunities for

the money and business conditions generally.investment, market,

15 [Emphasis added.]

16

17

18

19

20

It is my understanding that the Bluefield decision established the following standards for a

fair rate of return: comparable earnings, financial integrity, and capital attraction. It also

noted the changing level of required returns over time as well as an underlying assumption

that the utility be operated in an efficient manner.

21

The second decision is Federal Power Comrn'n v. Hope Natural Gas Co., 320 U.S. 591

(1942), In that decision, the Court stated

The rate-making process under the [Natural Gas] Act, i.e., the fixing of

just and reasonable' rates, involves a balancing of the investor and

in
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1 consumer interests From the investor or company point of view it is

2

3

4

important that there be enough revenue not only for operating expenses but

also for the capital costs of the business; These include service on the debt

and dividends on the stock. By that standard the return to the equity

owner should be commensurate with returns on investments in other5

6

7

8

9

enterprises having corresponding risks. That return, moreover, should

be sufficient to assure confidence in the financial integrity of the

enterprise, so as to maintain its credit and to attract capital. [Emphasis

added.]

10

11 The three economic and financial parameters in the Blueiield and Hope decisions

12

13

14

15

16

17

18

comparable earnings, financial integrity, and capital attraction - reflect the economic

criteria encompassed in the "opportunity cost" principle of economics. The opportunity

cost principle provides that a utility and its investors should be afforded an opportunity

(not a guarantee) to earn a return commensurate with returns they could expect to achieve

on investments of similar risk. The opportunity cost principle is consistent with the

fundamental premise, on which regulation rests, namely, that it is intended to act as a

surrogate for competition.

19

20

21

22

23

I understand that because Arizona is a "Fair Value" state, Hope and Bluefield do not set

forth the legal requirements applicable to determining fair rate of return in Arizona. In

Simms v. Round Valley Light & Power Company,1 the Arizona Supreme Court took

exception to application of the following principle in Arizona since the Constitution

mandates consideration of fair value:24

25

294 P.2d 378 (1956)
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1 "In the Hope case the court, in testing the reasonableness of rates fixed by

15 U.S.C.A.2 the Federal Power Commission under the Natural Gas Act,

3

4

5

6

7

8

Section 717 et seq., after holding that congress had provided no formula by

which just and reasonable rates were to be determined, ruled that it was the

final result reached and not the method used in reaching the result that was

controlling and that it was unimportant to 'determine the various

permissible ways in which any rate base on which the return is computed

might be arrived at."

9

10

12

13

14

15

My testimony does not advocate that the Commission ignore the Simms holding in this

regard, or the fair value of TEP's property, which it is required to consider under Article

15, Section of the Arizona Constitution. Rather, I find theHope and Bluefeld decisions to

be helpful in their discussion of comparable earnings, financial integrity arid capital

attraction. I note that TEP Electric Witness Hadaway also cites the Hope and Bluefield

cases as "guidelines" for evaluating the cost of capital for the Company.

16

17 Q- How can these parameters be employed to estimate the cost of capital for a utility?

18

19

20

Neither the courts nor economic/financial theory have developed exact and mechanical

procedures for precisely determining the cost of capital. This is the case because the cost

of capital is an opportunity cost and is prospective-looking, which dictates that it must be

estimated

A.

There are several useful models that can be employed to assist in estimating the cost of

equity capital, which is the capital structure item that is the most difficult to determine

These include the discounted cash flow ("DCF"), capital asset pricing model ("CAPM")

comparable earnings ("CE") and risk premium ("RP") methods. Each of these methods

1
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1

2

(or models) differs from the others and each, improperly employed, can be a useful tool in

estimating the cost of common equity for a regulated utility.

3

4 Q. Which methods have you employed in your analyses of the cost of common equity in

5 this proceeding?

6

7

8

9

I have utilized three methodologies to determine TEP's cost of common equity: the DCF,

CAPM, and CE methods. I have not employed a RP model in my analyses although, as

discussed later, my CAPM analysis is a form of the RP methodology. Each of these

methodologies will be described in more detail in my testimony that follows.

10

11 IV. GENERAL ECONOMIC CONDITIONS

12 Q.

13

Why are economic and financial conditions important in determining the costs of

capital?

14

15

16

17

18

19

20

21

22

A.

A. The costs of capital, for both fixed-cost (debt and preferred stock) components and

common equity, are determined in part by current and prospective economic and financial

conditions. At any given time, each of the following factors has an influence on the costs

of capital: the level of economic activity (i.e., growth rate of the economy), the stage of

the business cycle (i.e., recession, expansion, or transition), and the level of inflation. My

understanding is that use of these factors is consistent with the Supreme Court's Bluefield

decision, which noted that "[a] rate of return may be reasonable at one time, and become

too high or too low by changes affecting opportunities for investment, the money market,

and business conditions generally."
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1 Q- What indicators of economic and financial activity have you evaluated in your

2 3n2ly$e$'7

3

4

5

6

7

I have examined several sets of economic statistics from 1975 to the present. I chose this

time period because it permits the evaluation of economic conditions over three full

business cycles plus the current cycle to date, allowing for an assessment of changes in

long-term trends. This period also approximates the beginning and continuation of active

rate case activities by public utilities.

8

9

10

11

12

13

A business cycle is commonly defined as a complete period of expansion (recovery and

growth) and contraction (recession). A full business cycle is a useful and convenient

period over which to measure levels and trends in long-term capital costs because it

incorporates the cyclical (Le., stage of business cycle) influences, and thus, permits a

comparison of structural (or long-term) trends.

14

15 Q- Please describe the timeframe of the three prior business cycles and the most current

16

17

cycle.

The three prior complete cycles and current cycle cover the following periods:

18

19 Contraction Penrod

20

Business Cycle

1975-1982

21 1982-1991

1991-2001

Expansion Cycle

Mar. 1975-July 1981

Nov. 1982-July 1990

Apr. 1991 ~Mar. 2001

Dec. 2001 -Present

Aug. 1981-0ct. 1982

Aug. 1990-Mar. 1991

Apr. 2001-Nov. 2001

A.

A.

Current
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1 Q-

2

Do you have any general observations concerning the changing trends in economic

conditions and their impact on costs over this broad period?

3

4

5

6

7

8

9

10

11

12

13

14

Yes, I do. As I will describe below, the U.S. economy has enjoyed general prosperity and

stability over the period since the early 1980s. This period has been characterized by

longer economic expansions, relatively tame contractions, relatively low and declining

inflation, and declining interest rates and other capital costs. The current business cycle

began in late 2001, following a somewhat modest recession earlier in the year. During the

recession and early in the succeeding expansion, the Federal Reserve lowered interest

rates (i.e., Federal Funds rate) ll times in 2001 and twice in 2003 in an effort to stimulate

the economy. Over the past several months, the economy has slowed, largely as a result

of the collapse of the "sub-prime" mortgage market. There is some concern that the

economy may slide into a recession, but this is unclear at this time. Should the economy

incur a recession, the impacts on cost of capital would likely be characterized by lower

utility growth and declining capital costs.

15

16 Q. Please describe recent and current economic and financial conditions and their

17 impact on the costs of capital.

18

19

20

21

22

23 This current

24

Schedule 2 shows several sets of economic data. Pages 1 and 2 contain general

macroeconomic statistics while Pages 4 through 6 contain financial market statistics.

Pages l and 2 of Schedule 2 show that the U.S. economy is currently beginning the eight

year of an economic expansion although, as indicated previously, the economy is currently

slowing. This is indicated by the growth in real (i.e., adjusted for inflation) Gross

Domestic Product, industrial production, and the unemployment rate.

expansion has generally been characterized as slower growth, in comparison to prior

A.

A.

expansions. This has resulted in lower inflationary pressures and interest rates.

addition, the current slowing of the economy has resulted in a lowering of interest rates

In
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1

2

3

4

5

6

The rate of inflation is also shown on Pages l and 2 of Schedule 2. As is reflected in the

Consumer Price Index (CPI), for example, inflation rose significantly during the 1975-

1982 business cycle and reached double-digit levels in 1979-1980. The rate of inflation

declined substantially in 1981 and remained at or below 6.1 percent during the 1983-199 l

business cycle. Since 1991, the CPI has been 4.1 percent or lower. The 4.1 percent rate of

inflation in 2007 was slightly above the levels since 2000, but is well below the levels of

7 the past thirty years .

8

9 Q- What have been the trends in interest rates?

10

11

12

13

14

Pages 3 and 4.of Schedule 2 show several series of interest rates. Rates rose sharply to

record levels in 1975-1981 when the inflation rate was high and generally rising. Interest

rates declined substantially in conjunction with inflation rates throughout the remainder of

the l980s throughout the 1990s. Interest rates declined even further from 2000-2005 and

generally recorded their lowest levels since the l960s.

15

16

17

18

19

20

21

22

During the past several years, long-term interest rates have remained low by historic

standards. On the other hand, the Federal Reserve increased short-term interest rates on

17 occasions since the middle of 2004, although each time by only 0.25 percent, in an

attempt to ensure that any perceived inflationary expectations will not stifle continued

economic growth. Nevertheless, the economic recovery to date has not resulted in a

pronounced increase in long-tenn rates. Most recently, however, the Federal Reserve has

lowered the Federal Funds rate (i.e., short-term rate) on five occasions.

23

24 Q- What have been the trends in common share prices?

25

26

A.

A. Pages 5 and 6 of Schedule 2 show several series of common stock prices and ratios.

These indicate that share prices were essentially stagnant during the high inflation/interest
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l

2

3

4

5

rate environment of the late 1970s and early 1980s. On the other hand, the 1983-1991

business cycle and the most recent cycle have witnessed a significant upward trend in

stock prices. During the initial years of the current expansion, however, stock prices were

volatile and declined substantially from their highs reached in 1999 and early 2000. Share

prices have increased somewhat since 2003 but have been volatile.

6

7 Q. What conclusions d o  y o u  d r a w  f r o m  th i s  d i s c u s s i o n  o f  e c o n o m i c  a n d  f i n a n c i a l

8 conditions"

9

10

11

12

It is apparent that capital costs are currently low in comparison to the levels that have

prevailed over the past three decades. In addition, the current weakness in the economy

has resulted in a decline in capital costs. Therefore, it can reasonably be expected that

cost of equity models currently produce returns that are lower than returns experienced in

13 prior years.

14

15 v. TUCSON ELECTRIC POWER'S OPERATIONS AND RISKS

16 Q- Please summarize TEP and its operations.

17 TEP is a public utility that generates and delivers electricity through its generation,

transmission and distribution systems to customers in Tucson and surrounding areas of18

19 Arizona. TEP is a wholly-owned subsidiary of UniSource Energy.

20

21 Q- Please describe UniSource Energy.

22

23

24

25

A.

A.

A. UniSource Energy is a holding company, whose principal subsidiary is TEP. UniSource

Energy also owns UniSource Energy Services ("UES"), which contains UNS Electric and

UNS Gas, both of which are distribution companies. It previously owned Millennium

Energy Holdings, the parent company of UniSource Energy's unregulated energy business
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1 whose principal subsidiary was Global Solar. UniSource Energy presently operates

2 through three primary business segments .- TEP, UNS Electric and UNS Gas.

3

4 Q- What have been the business segment ratios of UniSource Energy in recent years?

5 This is shown on Schedule 3. As this indicates, TEP has accounted for about 75 percent

of the revenues of UniSource Energy, about 100 percent of net income, and about 806

7 percent of total assets in recent years.

8

9 Q- What are the current ratings of UniSource Energy and TEP?

10 The current ratings of UniSOurce Energy and TEP are :

11

12 Standard & Poor's Moody's Fitch
I

13 UniSource Energy Credit Ratings

14 Serdor Secured Debt NR Bal NR

15 Issuer Rating NR Bal N/A

16

17 Tucson Electric Power Credit Ratings

18 Senior Secured Debt BBB Baan BBB-

19 Senior Unsecured Debt B+ Baan BB+

20 Issuer Rating BB Baan BB

21 Source: UniSource Energy Web Site.

22

23

2 4

A.

A.

It is apparent that the ratings of TEP are on the "border" between investment grade (BBB

and above) and below-investment grade (BB or below).
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l Q- What are the primary reasons for the relatively lower ratings of TEP's securities?

2

3

4

5

The reasons for TEP's relatively low ratings date back to the late 19805, when the

Company experienced significant "financial difficulties" due to a number of factors.

According to the Company's proxy statement in about 1992, wherein a Restructuring Plan

was being proposed to its stockholders, the primary reasons for TEP's "financial

difficulties" were as follows:6

7

8 •

9

10

Excess Capacity .-. TEP had committed to construct several large generation plants

in the late l 970s and early 1980s based upon assumptions of growth. When these

assumptions were not realized, TEP was faced with significant amounts of excess

11

12 •

capacity.

1989 Rate Order the ACC disallowed certain costs of capacity, following a

13

14 •

determination that the Company had excess capacity.

1991 Rate Order - The ACC approved a Settlement Agreement that provided for a

15

16

17

$250 million write-off

Costs of long-term commitments under fuel supply and transportation contracts at

rates above then-current market rates and quantities in excess of fuel requirements .

18 Losses at unregulated investment subsidiaries resulted in over $200 million in

19 losses.

20 • High degree of financial leverage.

21

22

23

24

25

These events led to the lowering of the Company's debt to non-investment grade status,

the loss of certain bank lines of credit, and the eliminations of the common and preferred

stock dividends. The Company's common equity ratio declined to very low levels as a

result of the above-cited write-offs and losses.

.26

A.

1
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1 Q. What is the current significance of these events of the late 1980s and early 1990s?

2

3

4

5

6

7

8

The current significance is that the relatively low debt ratings and below average common

equity ratios for TEP are largely the result of the events of this period which led to

Commission disallowances and subsequent write-offs. Stated differently, actions taken by

the then-current management of TEP led to a set of circumstances where the Company

virtually lost its financial viability. It should be emphasized that, as recognized by the

ACC at that time, these management actions were not the responsibility of ratepayers and

the resulting costs should not be borne by ratepayers.

9

10 Q- To what extent has TEP recovered from these events?

11

12

13

14

As is apparent from the Company's more recent performance (e.g., resumption of the

common stock dividend in 2000 and the partial return to investment grade security

ratings), TEP and UniSource Energy have made significant financial recovery from the

situation of the early 1990s. Schedule 4 shows a historical summary of TEP's credit

15 ratings.

16

17 Q- What have been the recent descriptions of TEP by the rating agencies?

18

19

An example of this was provided by Moody's in a September, 2006 Rating Action. In this

report, Moody's stated:

20

21

22

Moody's Investors Service upgraded the long term ratings of Tucson

Electric Power Company (TEP) by one notch, including its senior secured

debt to Baan from Baan .23

24

25

26

A .

A.

A.

The upgrade reflects improved financial performance by both UniSource

and TEP, and bloody's expectation that this will be sustainable over the
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1

2

3

next several years. The improvements in financial performance result from

deleveraging and refinancing activity that has reduced interest expense, and

from revenue growth that is underpinned by a customer growth rate that is

While v TEP and UniSource face considerable4

5

6

7

8

wet] above average.

uncertainty as to the manner in which rates will be set beyond 2008, the

upgrade considers the regionally competitive cost profile of TEP's

predominately coal-fired generating assets as a factor that should be

favorable in the resolution of pending regulatory issues.

9

10 Q. How do th'e bored ratings of TEP compare to other electric utilities?

11

12

13

14

As I indicated in a previous answer, TEP has double B and triple B bond ratings (which

are investment grade, i.e., triple B or above). Of the 65 electric Utilities and combination

gas and electric utilities covered by AUS Utility Reports, the following number of bond

ratings currently exist:

15

16 Moody's S&P

17 As 1 AA 3

18 A 16 A 20

19
Baa 40 BBB 35

20
B a 4 BB or Below 2

21
NR 4 4

22

23

24

This comparison indicates that TEP's ratings are among the most common rating category

of electric utilities (i.e., Triple B).

A.

I l umm u I ll Illlllll l _llllll I IIII I  I  I I  l l 1 l l _ l - 1 l - l _ _ - - - l

NR
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1 VI. CAPITAL STRUCTURE AND COST OF DEBT

2 What is the importance of determining a proper capital structure in a regulatory

3 framework?

4 A utility's capital structure is important because the concept of rate base - rate of return

5

6

regulation requires that a utility's capital structure be determined and utilized in estimating

the total cost of capital. Within this framework, it is proper to ascertain whether the

utility's capital structure is appropriate relative to its level of business risk and relative to

other utilities.8

9

10

11

12

13

14

15

16

17

As discussed in Section III of my testimony, the purpose of determining the proper capital

structure for a utility is to help ascertain its capital costs. The rate base - rate of return

concept recognizes the assets employed in providing utility services and provides for a

return on these assets by identifying the liabilities and common equity (and their cost

rates) used to finance the assets. In this process, the rate base is derived from the asset

side of the balance sheet and the cost of capital is derived from the liabilities/owners'

equity side of the balance sheet. The inherent assumption in this procedure is that the

dollar values of the capital structure and the rate base are approximately equal and the

18 former is utilized to finance the latter.

19

20

21

22

23

The common equity ratio (i.e., the percentage of common equity in the capital structure) is

the capital structure item which normally receives the most attention. This is the case

because common equity: (1) usually commands the highest cost rate, (2) generates

associated income tax liabilities, and, (3) causes the roost controversy since its cost carnot

24

7

A.

Q.

be precisely determined.
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1 Q- How is TEP financed?

2

3

TEP's common stock is owned by UniSource Energy. As a result, TEP obtains all of its

equity funding from UniSource Energy. TEP obtains its own debt financing.

4

5 Q- How have you evaluated the capital structure of TEP and UniSource Energy?

6

7

8

I have first examined the five year historic (2002-2006) and recent (June 30, 2007) capital

structure ratios of TEP and UniSource Energy. Page 1 of Schedule 5 shows the historic

capital structure ratios of TEP. The respective common equity ratios are as follows:

9

10
Tucson Electric Power

11
Inc'l S-T Debt Exc'l S-T Debt

12
2002 23.8% 23.9%

13
2003 26.5% 26.5%

14
2004 27.4% 27.4%

15
2005 40.5% 40.5%

16
2006 39.5% 40.3%

17
June 30, 2007 38.5% 40.8%

18

19

20

This indicates a rising common equity ratio over this period. In fact, the most current

common equity ratios significantly exceed the levels of five years ago.

21

22 Q- What are the capital structure ratios of UniSource Energy?

23

24

A.

A.

A. These are shown on Page 2 of Schedule 5. The common equity ratios of UniSource

Energy, on a consolidated basis, are summarized below:



10

11

12

2

4

3

5

6

7

1

9

8
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This demonstrates two facts. First, the common equity ratios of TEP have generally

exceeded those of UniSource Energy. Second, both TEP and UniSource have experienced

growth in the equity portion of their capital structures in 2005-2007.

2002

2003

2004

2005

2006

June 30, 2007

Including S-T Debt

28.8%

30.2%

33.5%

31.6%

34.8%

34.0%

UniSource Energy

Excluding S-T Debt

28.8%

35.8%

31.6%

33.7%

30.2%

35.6%

13

14 How do these capital structures compare to those of other similar investor-owned

electric utilities?15

16

17

Schedule 6 shows the common equity ratios (including short-term debt in capitalization)

for the group of electric utilities covered by AUS Utility Reports. These are:

18

19 Year Electric Gas/Electric

20 2002 38% 36%

21 2003 42% 38%

22 2004 47% 43%

23 2005 44% 47%

24 2006 45% 44%

25

Q.

A.
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1 These common equity ratios are generally higher than those of TEP over the 2002-2006

2 period. This is indicative of a relatively higher financial risk faced by TEP.

3

4 Q- What capital structure ratios has TEP requested in this proceeding?

5 The Company requests use of the following "pro-forma" capital structure:

6
Capital Item Percent

7
Long-Term Debt 55.0%

8
Common Equity 45.0%

9

10

11

This capital structure contains substantially more common equity than the must recent

actual capital structures.

12

13 Q. What capitalstructurehave you used inyour analyses"

14 I have utilized the actual test period capital structure of the Company in my analyses.

15

16 Q- What cost rates of short-term debt and long-term debt have you used in your

17 analysis?

18

19

I have utilized the 5.92 percent cost of short-term debt and 6.40 percent cost of long-term

debt shown in the Company's filing.

20

21 Q. Can the cost of common equity be determined with the same degree of precision as

22 the costs of debt?

23 No. The cost rates of debt are largely determined by interest payments, issue prices, and

24

25

26

A.

A.

A.

A.

related expenses. The cost of common equity, on the other hand, cannot be precisely

quantified, primarily because this cost is an opportunity cost. There are, however, several

models which can be employed to estimate the cost of common equity. Three of the
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1

2

primary methods - DCF, CAPM, and CE - are developed in the following sections of my

testimony.

3

4 VII. SELECTION OF PROXY GROUPS

5 Q- How have you estimated the cost of common equity for TEP?

6

7

8

9

10
uproxyva

11

TEP is not a publicly-traded company. Consequently, it is not possible to directly apply

cost of equity models to this entity. Its ultimate parent company, UniSource Energy, is

publicly-traded, arid consequently, it is possible to conduct direct analyses of its cost of

common equity. However, the historic financial situation of" this Company makes this

problematic. As a result, it is necessary to analyze groups of comparison or

companies as a substitute for TEP to determine its cost of common equity.

12

13 I have examined two such groups for comparison to TEP. I selected one group of electric

utilities similar to TEP and UniSource Energy using the criteria listed on Schedule 7.14

15 These criteria are as follows :

16 Market capitalization of $1 billion to $6 billion,

17

18

19

20

Electric revenues 40% or greater,

Common equity ratio 35% or greater,

Value Line Safety of 2 or 3,

S&P and Moody's bond ratings of BBB/Baa, and,

SCALP stock ranking of B or B+.21

(1)

(2)

(3)

(4)

(5)

(6)

22

23

24

A.

Second, I have conducted studies of the cost of equity for the group of "comparable

companies" selected by TEP's witness Hadaway.
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1 VIII. DISCOUNTED CASH FLOW ANALYSIS

2 Q- What is the theory and methodological basis of the discounted cash flow model?

3 The discounted cash flow (DCF) model is one of the oldest, as well as the most

4 commonly-used, models for estimating the cost of common equity for public utilities. The

5

6

DCF model is based on the "dividend discount model" of financial theory, which

maintains that the value (price) of any security or commodity is the discounted present

value of all future cash flows.7

8

9 The most common variant of the DCF model assumes that dividends are expected to grow

at a constant rate. This variant of the dividend discount model is known as the constant10

11

12

growth or Gordon DCF model. In this Hamework cost of capital is derived by the

following formula:
Iv

13

14
D

K = - + g
P

15

16 where: K = discount rate (cost of capital)

17 P = current price

D = current dividend rate18

19 g = constant rate of expected growth

20

21

QS

23

A.

This formula essentially recognizes that the return expected or required by investors is

comprised of two factors: the dividend yield (current income) and expected. growth in

dividends (future income) .
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1 Q- Please explain how you have employed the DCF model.

2

3

4

Shave utilized the constant growth DCF model. In doing so, Shave combined the current

dividend yield for each group of proxy utility stocks described in the previous section with

several indicators of expected dividend growth.

5

6 Q- How did you derive the dividend yield component of the DCF equation?

7

8

9

10

There are several methods that can be used for calculating the dividend yield component.

These methods generally differ in the manner in which the dividend rate is employed, i.e.,

current versus future dividends or annual versus quarterly compounding of dividends. I

believe the most appropriate dividend yield component is the version listed below:

11

12

0.58)1+DO(

Po
. ld :

we

13

14 This dividend yield component recognizes the timing of dividend payments and dividend

15 increases.

16

17

18

19

The PT in my yield calculation is the average (of high and low) stock price for each proxy

company for the most recent three month period (November 2007 - January 2008). The

DO is the current annualized dividend rate for each proxy company.

20

21 Q- How have you estimated the dividend growth component of the DCF equation?

22 A.

23

24

25

The dividend growth rate component of the DCF model is usually the most crucial and

controversial element involved in this methodology. The objective of estimating the

dividend growth component is to reflect the growth expected by investors that is embodied

in the price (and yield) of a company's stock. As such, it is important to recognize that

individual investors have different expectations and consider alternative indicators in26

A.

A.
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1 deriving their expectations. This is evidenced by the fact that every investment decision

2

3

resulting in the purchase of a particular stock is matched by another investment decision to

sell that stock. Obviously, since two investors reach samedifferent decisions at the

4 market price, their expectations differ.

5

6 A wide array of indicators exist for estimating the growth expectations of investors. As a

7 result, it is evident that no single indicator of growth is always used by all investors. It

8

9

therefore is necessary to consider alternative indicators of dividend growth in deriving the

growth component of the DCF model.

10

11 Shave considered five indicators of growth in my DCF analyses. These are:

'r
12 2002-2006 (5-year average) earnings retention, or fundamental growth (per

Value Line),13

14

15

16

17

5-year average of historic growth in earnings per share (EPS), dividends

per share (DPS), and book value per share (BVPS) (per Value Line),

2007, 2008, and 2010-2012 projections of earnings retention growth (per

Value Line);

2004-2006 to 2010-2012 projections of EPS, DPS, and BVPS (per Value18

19

20

Line), and,

5-year projections of EPS growth as reported in First Call (per Yahoo!

Finance).21

22

23

24

25

believe this combination of growth indicators is a representative and appropriate set with

which to begin the process of estimating investor expectations of dividend growth for the

groups of proxy companies. I also believe that these growth indicators reflect the types of

information that investors consider in making their investment decisions. As I indicated26

2.

1.

3.

4.

5.
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1

2

previously, investors have an array of information available to them, all of which should

be expected to have some impact on their decision-making process.

3

4 Q~ Please describe your initial DCF calculations.

5

6

7

8

Schedule 8 presents my DCF analysis. Page l shows the calculation of the ccrawaa (i.e.,

prior to adjustment for growth) dividend yield for each proxy company. Pages 2 and 3

show the growth rate for the groups of proxy companies. Page 4 shows the "raw" DCP

calculations, which are presented on several bases: mean, median, and high values. These

results can be summarized as follows:9

10

11 Mean Median

12 8.5% 8.4%

Mean

H1gh2

11 .5%

Mean

High

11 .4%

13

Proxy Group

Hadaway Group 8.5% 8.2% 11.1% 10.4%

14

15

16

17

I note that the individual DCF calculations shown on Schedule 8 should not be interpreted

to reflect the expected cost of capital for the proxy groups, rather, the individual values

shown should be interpreted as alternative information considered by investors.

18

19

20

21

22

The DCF results in Schedule 8 indicate average (mean and median) DCF cost rates of

about 8.5 percent. The highest DCF rates (i.e., using the highest growth rates only) are

about 10.4 percent to 11.5 percent. I note that the high DCF results {i.e., mean high) are

each significantly influenced by a single company's "outlier" EPS forecast growth rate.

23

A.

2 Using only the highest growth rate.

1
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1 Q- What do you conclude from your DCF analyses?

2

3

4

These analyses reflect a broad DCF range of 8.5 percent to 11.5 percent for the proxy

groups. This is approximated by the upper portion of the average/mean values, as well as

the top DCF calculations for the proxy groups examined in the previous analysis. I give

less weight to the lower end of the mean/median results, as well as less weight to the

upper end of the Hathaway group. I give less weight to the outlier results since

knowledgeable investors would not be expected to place primary weight on the most

extreme results. I believe that 9.5 percent to 10.5 percent (10.0 percent mid-point) reflects

the proper DCF cost for the proxy groups.

5

6

7

8

9

10

11 IX. CAPITAL ASSET PRICING MODEL ANALYSIS

12 Q. Please describe the theory and methodological basis of the capital asset pricing

13 model.

14

15

16

The Capital Asset Pricing Model (CAPM) is a version of the risk premium method. The

CAPM describes and measures the relationship between a security's investment risk and

its market rate of return. The CAPM was developed in the 1960s and 1970s as an

extension of modern portfolio theory (MPT), which studies the relationships among risk,

diversification, and expected returns.

17

18

19

20 Q. How is the CAPM derived?

21 The general form of the CAPM is:

22

23

A.

A.

A.

K = R, +/3(Rm-Rf)
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1 where :

2

3

4

K = cost of equity

Rf = risk free rate

Rm : return on market

[3 = beta

Rm'Rf = market risk premium5

6

7

8

9

10

11

As noted previously, the CAPM is a variant of the risk premium method. I believe the

CAPM is generally superior to the simple risk premium method because the CAPM

specifically recognizes the risk of a particular company or industry (i.e., beta), whereas the

simple risk premium method assumes the same risk premium for all companies exhibiting

similar bond ratings.

12

13 Q. What groups of companies have you utilized to perform your CAPM analyses?

14

15

I have performed CAPM analyses for the same groups of proxy utilities evaluated in my

DCF analyses.

16

17 Q- What rate did you use for the risk-free rate?

18 The first tern of the CAPM is the risk~free rate (Rf). The risk-free rate reflects the level of

19

20

21

22

return that can be achieved without accepting any market risk.

In CAPM applications, the risk-free rate is generally recognized by use of U.S. Treasury

securities. Two general types of U.S. Treasury securities are often utilized as the Rf

component - short-term U.S. Treasury bills and long-term U.S. Treasury bonds.

23

24

25

I have performed CAPM calculations using die three month average yield (November

2007 - January 2008) for 20-year U.S. Treasury bonds. Over this three month period,

these bonds had an average yield of 4.49 percent.26

A.

A.

1
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l Q- What is beta and what betas did you employ in your CAPM?

2

3

4

Beta is a measure of the relative volatility (and thus risk) of a particular stock in relation to

the overall market. Betas of less than 1.0 are considered less risky than the market,

whereas betas greater than 1.0 are more risky. Utility stocks traditionally have had betas

below 1.0. I utilized the most recent Value Line betas for each company in the groups of5

6 proxy utilities.

7

8 Q. How did you estimate the market risk premium component?

9 The market risk premium component (Rm~Rf) represents the investor-expected premium of

10 common stocks over the risk-free rate, or government bonds. For the purpose of

11

12

estimating the market risk premium, I considered alternative measures of returns of the

S&P 500 (a broad-based group of large U.S. companies) and 20-year U.S. Treasury bonds.

13

14

15

16

17

18

19

20

First, I have compared the actual annual returns on equity of the S&P 500 with the actual

annual yields of U.S. Treasury bonds. Schedule 9 shows the return on equity for the S&P

500 group for the period 1978-2006 (all available years reported by S&P). This schedule

also indicates the annual yields on 20-year U.S. Treasury bonds, as well as the annual

differentials (i.e., risk premiums) between the S&P 500 and U.S. Treasury 20-year bonds.

Based upon these returns, I conclude that this version of the risk premium is about 6.4

percent.

21

22

23

24

I have also considered the total returns (i.e., dividends/interest plus capital gains/losses)

for the S&P 500 group as well as for the long-term government bonds, as tabulated by

Ibbotson Associates, using both arithmetic and geometric means. I have considered the

total returns for the entire 1926-2007 period, which are as follows:25

A.

A.
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1 S&P 500 L-T Gov 't Bonds Risk Premium

2 Arithmetic 12.3% 5.8% 6.5%

3
Geometric 10.4% 5.5% 4.9%

4

5

6

7

8

9

I conclude from this that the expected risk premium is about 5 .9 percent (i.e., average of

all three risk premiums). I believe that a combination of arithmetic and geometric means

is appropriate because investors have access to both types of means and, presumably, both

types are reflected in investment decisions and thus stock prices and cost of capital.

Schedule 10 shows my CAPM calculations using the risk premium. The results are:

10

11 Mean Median

12 9.7% 9.8%

13

Proxy Group

Hadaway Group 9.6% 9.5%

14

15 Q. What is your conclusion concerning the CAPM cost of equity?

16

17

The CAPM results collectively indicate a cost of about 9.5 percent to 9.8 percent for the

two groups of comparison utilities.

18

19 COMPARABLE EARNINGS ANALYSIS

20 Q. Please describe the basis of the CE methodology.

21

A.

x.

A. The CE method is derived from the "corresponding risk" standard of the Bluefield and

Hope cases. This method is thus based upon the economic concept of opportunity cost.

As previously noted, the cost of capital is an opportunity cost: the prospective return

available to investors from alternative investments of similar risk
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1

2

3

4

The CE method is designed to measure the returns expected to be earned on the original

cost book value of similar risk enterprises. Thus, this method provides a direct measure of

the fair return, because the CE method translates into practice the competitive principle

underlying regulation.

5

6

7

8

9

10

11

The CE method normally examines the experienced and/or projected returns on book

common equity. The logic for examining returns on book equity follows from the use of

original cost rate base regulation for public utilities, which uses a utility's book common

equity to determine the cost of capital. This cost of capital is, in tum, used as the fair rate

of return which is then applied (multiplied) to the book value of rate base to establish the

dollar level of capital costs to be recovered by the utility. This technique is consistent

with the rate base methodology generally used to set utility rates.12

13

14 Q. How have you employed the CE methodology in your analysis of TEP's common

15

16

17

18

19

20

21

22

equity cost?

I conducted the CE methodology by examining realized returns on equity for several

groups of companies and evaluating the investor acceptance of these returns by reference

to the resulting market-to-book ratios. In this manner, it is possible to assess the degree to

which a given level of return equates to the cost of capital. It is generally recognized for

utilities that market~to-book ratios of greater than one (i.e., l 00%) reflect a situation where

a company is able to attract new equity capital without dilution (i.e., above book value).

As a result, one objective of a fair cost of equity is the maintenance of stock prices above

23 book value.

24

25 I would further note that the CE analysis, as I have employed it, is based upon market data

26

A.

(through the use of market~to-book ratios) and, is thus, essentially a market test. As a
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l

2

3

result, my analysis is not subject to the criticisms occasionally made by some who

maintain that past earned returns do not represent the cost of capital. In addition, my

analysis uses prospective returns and thus is not confined to historical data.

4

5 Q- What time periods have you examined in your CE analysis?

6

7

8

9

10

11

12
r '

13

14

My CE analysis considers the experienced equity returns of the proxy groups of utilities

for the period 1992-2006 (i.e., past fifteen years). The CE analysis requires that I examine

a relatively long period of time in order to determine trends in earnings over at least a full

business cycle. Further, in estimating a fair level of return for a future period, it is

important to examine earnings over a diverse period Of time in order to avoid any undue

influence from unusual or abnormal conditions that may occur in a single year or shorter

period. Therefore, in forming my judgment of the current cost of equity I have focused on

two periods: 2002-2006 (the past five years - the average length of a business cycle) and

1992-2001 (the most recent complete business cycle).

15

16 Q- Please describe your CE analysis.

17

18

19

20

21

Schedules 11 and 12 contain summaries of experienced returns on equity for several

groups of companies, while Schedule 13 presents a risk comparison of utilities versus

unregulated firms.

Schedule ll shows the earned returns on average common equity and market-to-book

ratios for the two groups of proxy utilities. These can be summarized as follows:

22

23 Historic Prospective

ROE24 Group ROE M/B

25 8.1-9.3% 130-146% 8.0-9.7%

26

A.

A.

Proxy Group

Hathaway Group 10.2-11.3% 156-157% l0.l-10.6%
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1

2

3

4

5

These results indicate that historic returns of 8.1-11.3 percent have been adequate to

produce market-to-book ratios of 130-156 percent for the groups of proxy utilities.

Furthermore, projected returns on equity for 2007, 2008, and 2010-2012 are within a

range of 8.0 percent to 10.6 percent for the utility groups. These relate to 2006 market-to-

book ratios of 149 percent or higher.

6

7 Q. Have you also reviewed earnings of unregulated firms?

8 Yes. As an alternative, I also examined a group of largely unregulated firms. I have

9

10

11

12
\.r .

13

14

examined the Standard & Poor's 500 Composite group, because this is a well recognized

group of firms that is widely utilized in the investment community and is indicative of the

competitive sector of the economy. Schedule 12 presents the earned returns on equity and

market-to-book ratios for the S&P 500 group over the past fifteen years. As this Schedule

indicates, over the two periods this group's average earned returns ranged from 14.1-14.7

percent with market-to-book ratios ranging between 284 percent and 341 percent.

15

16 Q~ How can the above information be used to estimate the cost of equity for TEP?

17

18

19

20

2.1

22

The recent earnings of the proxy utility and S&P 500 groups can be utilized as an

indication of the level of return realized and expected in the regulated and competitive

sectors of the economy. In order to apply these returns to the cost of equity for proxy

utilities, however, it is necessary to compare the risk levels of the utility industry with

those of the competitive sector. I have done this in Schedule 13, which compares several

risk indicators for the S&P 500 group and the utility groups. The information in this

schedule indicates that the S&P 500 group is more risky than the utility proxy groups.

•

23

A.

A.
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1 Q- What return on equity is indicated by the CE analysis?

2

3

4

5

6

7

8

9

10

11

12

Based on the recent earnings and market-to-book ratios, I believe the CE analysis

indicates that the cost of equity for the proxy utilities is no more than 10.0 percent to 10.5

percent (10.25 percent mid-point). Recent returns of 8.1-11.3 percent have resulted in

market-to-book ratios of 130 and greater. Prospective returns of 8.0 percent to 10.6

percent result in anticipated market-to-book ratios of 149 percent or over. As a result, it is

apparent that returns below this level would result in market-to-book ratios of well above

100 percent. Accordingly, an earned return of 10.0 percent to 10.5 percent should result in

a market-to-book ratio of over 100 percent. As 1 indicated earlier, the fact that market-to-

book ratios substantially exceed 100 percent indicates that historic and prospective returns

of 10 percent to ll percent reflect earnings levels that exceed the cost of equity for those

regulated companies.

13

14

15

16

In applying the CE analysis, it also is important to recognize recent trends. My

recommended range of 10.0 percent to 10.5 percent is further supported by the actual

newly authorized returns on common equity from 2002 through June 2007, which are as

follows for U.S. electric utilities as authorized by state regulatory agencies:17

18

19 ROE No. of Decisions

20

Year

2002 11.16% 22

21 2003 10.97% 22

22 2004 10.75% 19

23 2005 10.54% 29

24 2006 10.36% 25

25

A.

2007 (6 months) 10.27% 18
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1 Source: Regulatory Research Associates, "Regulatory Focus" July 3, 2007.

2

3 Please also note that my CE analysis is not based on a mathematic formula approach, as

are the DCF and CAPM methodologies. Rather, it is based on recent trends and current4

5 conditions in equity markets. Further, it is based on the direct relationship between

6

7

8

9

10

11

12

13

returns on common stock and market-to-book ratios of common stock. In utility rate

setting, a fair rate of return is generally based on the utility's assets (i.e., rate base) and the

book value of the utility's capital structure. As stated earlier, maintenance of a financially

stable utility's market-to-book ratio at 100%, or a bit higher, is fully adequate to maintain

the utility's financial stability. On the other hand, a market price of a utility's common

stock that is 150 percent or more above the stock's book value is indicative of earnings

that exceed the utility's reasonable cost of capital. Thus, actual or projected earnings do

not directly translate into a utility's reasonable cost of equity, Rather, they must be

viewed in relation to the market-to-book ratios of the utility's common stock.14

15

16

17

18

19

20

21

22

23

My 10.0 percent to 10.5 percent CE recommendation reflects the fact that historic equity

returns of 8.1 percent to 11.3 percent have resulted in market-to-book ratios of 130 percent

to 156 percent, which demonstrates that the equity returns exceed the cost of capital.

Likewise, projected returns of about 8.0 percent to 10.6 percent relate to 2006 market-to-

book ratios of 149 percent and over. My 10.0 percent to 10.5 percent CE recommendation

is not designed to result in market-to-book ratios as low as 1.0 for TEP. Rather, it is based

on current market conditions and the proposition that ratepayers should not be required to

pay rates based on earnings levels that result in excessive market-to-book ratios.
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l XI.

2 Q-

RETURN ON EQUITY RECOMMENDATION

Please summarize the results of your three cost of equity analyses.

3 My three methodologies produce the following:

4

5 Discounted Cash Flow 9.5-10.5%

6 9.5-9.8%

7

Capital Asset Pricing Model

Comparable Earnings 10.0-10.5%

8

9 My overall conclusion from these results is a reasonable range of 9.5 percent to 10.5

10 percent, which focuses on the respective individual model findings.

11

12

13

14

The mid-point of this range is 10.0 percent, which is applicable to the proxy companies.

However, this 10.0 percent mid-point is not applicable to TEP, which has higher risk and

thus a lower cost of capital than the proxy group companies. This higher risk is due to the

15 following:

16

17 • Lower bond ratings of TEP versus the bond ratings of the proxy companies,

18 and,

19 •

20

Lower equity ratio, and thus higher financial risk, for TEP versus the proxy

companies.

21

22 I recommend a cost of equity at the upper end of this range, or 10.25 percent for TEP, to

23

A.

recognize these differences.
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1 XII. TOTAL COST OF CAPITAL

2 Q. What is the total cost of capital for TEP?

3

5

6

7

Schedule 1 reflects the total cost of capital for the Company using the actual capital

structure and costs of short-term and long-tenn debt, and my common equity cost

recommendations. The resulting total cost of capital is a range of 7.63 percent to 8.03

percent (7.93 percent with 10.25 percent cost of equity). I recommend that this 7.93

percent total cost of capital be established for TEP.

8

9 Q-

10

Does your cost of capital recommendation provide the company with a sufficient

level of earnings to maintain its financial integrity?

11

12

13

14

Yes, it does. Schedule 14 shows the pre-tax coverage that would result if TEP earned my

cost of capital recommendation. As the results indicate, my recommended range would

produce a coverage level within the benchmark range for a Triple B rated utility. In

addition, the debt ratio (which reflects the Company's proposed capital structure) is within

the benchmark for a Triple B rated utility.15

16

17 XIII. COMMENTS ON COMPANY TESTIMONY

18 Q- What cost of capital is TEP requesting in this proceeding?

19 TEP is requesting, as the cost of service option of its filing, the following cost of capital:

20

21 Item Percent Cost

22
Long-term Debt 55.00% 6.39%

Wet. Cost

3.51%

23 45.00% 10.75% 4.84%

24

Common Equity

Total Capital 100.00% 8.35%

4

25

A.

A.

A.
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1

2

This capital structure is a hypothetical capital structure and is supported by TEP witnesses

Larson and Hadaway. Even though this proposed capital structure is referred to as

"proforma", in reality it is a hypothetical capital structure.

4

5 Q- Do you agree with TEP's proposal to use a hypotheticalcapital structure?

6 No, I do not. As Vindicated previously, it is more appropriate to use the actual capital

structure of TEP in establishing its cost of capital.7

8

9 Q.

10

11

12

13

Do you agree with TEP's proposed cost of equity?

No, I do not. As I noted above, TEP is proposing a 10.75 percent cost of equity to be

applied to a hypothetical capital structure with 45 percent corninon equity. In the event

that TEP's actual capital structure is used to set the cost of capital, TEP witness Hadaway

proposes use of an 11.75 percent cost of equity. I disagree with both of these proposals.

14

15 Q. Please summarize Dr. Hadaway's return on equity recommendations.

16

17

18

Dr. Hadaway is recommending a 10.75 percent return on equity for TEP. This 10.75

percent recommendation is based on his .DCF results (10.4-10.8 percent), CAPM results

(11 .1 percent), and risk premium approach (10.8-12.6 percent).

19

20 Q~ What is your understanding of Dr. Hadaway's DCF methodologies and conclusions?

21

22

23

Dr. Hadaway applies three versions of the constant growth DCF model. First, he performs

what he describes as the constant growth format of the DCF model. In this, he uses stock

prices for the three-month period February-April, 2007, along with "next year's" dividend

24 levels, to get his dividend yield component (4.l5% average and 4.18% median). He

25

3

26

A.

A.

A.

A.

combines this yield with the average of four growth rates - the "projected" BR (i.e.,

retention rate times return on equity, a measure of expected growth due to the retention of
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1

2

3

earnings), two measures of earnings per share (EPS) growth and growth in gross domestic

product (GDP). His results from this DCF model are 9.3 percent to 9.5 percent (Schedule

SCH 7, page l). It is apparent, however, that Dr. Hathaway does not give any weight to his

"traditional" DCF results, primarily because the 9.3 percent to 9.5 percent results reflect4

cc is more than 100 basis points below my risk premium5 his perception that this level

checks of reasonableness."6

7

8 However, as I will point out below, Dr. Hadaway's risk premium analysis also produces

9 excessive results. As a result, this also is not a legitimate reason to disregard the

10 "traditional" DCF results.

11

12 Q- Do you agree with Dr. Hadaway's "traditional" DCF modelinputs and conclusions?

13 No, I do not. The "GDP Growth" input in Dr. Hadaway's DCF analyses, as shown on

Schedule SCH-7, is 6.60 percent.14

15

16 Q- What is the source of this 6.60 percent GDP figure?

17

18

19

According to Dr. Hadaway's Schedule SCH-7, page 5, this 6.60 percent GDP growth is

the "Average of GDP Growth During the Last 10 year, 20 year, 30 year, 40 year, 50 year,

and 59 year periods."

20

21 Q-

22

Is there anything inconsistent with Dr. Hadaway's use of historic GDP growth in his

DCF analyses?

23

24

25

1

A.

A.

A. Yes, there is. All of Dr. Hathaway's other growth rates in his "traditional" DCF analyses

(i.e., BR growth and EPS growth) reflect prob sections of future growth. On the other hand,

Dr. Hadaway only uses historic rates in his GDP growth input. Apparently, Dr. Hadaway
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1

2

believes it is not proper to use historic growth rates of financial indicators (i.e., BR growth

and EPS growth), but it is proper to use only historic growth rates in his GDP input.

3

4 Q- Are you aware of any projections of GDP growth?

5 Yes, I am. There are at least two sources ofproj sections of GDP growth. These are:

6

7 Social Security AdministratiOn (SSA), and

Energy Information Administration (EIA) ,8

9

10 The two organizations cited above are U.S. government-sponsored organizations.

11

12 Q- What are the projections of GDP growth by these two organizations?

13 As of Spring, 2007 the most recent period available at the time Dr. Hadaway was

14

15

preparing his testimony - the prob sections of GDP growth by these two organizations were :

SSA .- 2007-2085 - 4.4% (see Schedule 15)

ERA .- 2006-2030 .- 4.8% (see Schedule 15)16

17

18

19

Each of these projections is at least 180 basis points below the 6.60 percent GDP figure

used by Dr. Hathaway.

20

21 Q-

22

Would it be more appropriate to use historic or projected growth rates of GDP in a

DCF analysis such as that being used by Dr. Hadaway?

23

24

A.

A.

A. It would be appropriate to use projections of GDP growth, since Dr. Hathaway is using

prob actions of the other growth rate indicators.
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1 Q.

2

3

4

Is it reasonable t.o believe that investors would expect GDP growth to be 6.60

percent, in spite of much lower projections by the U.S. government forecasting

organizations?

No, it is not.

5

6 Q_

7

Are you aware of any utility regulatory agencies that utilize GDP growth as a

component in a DCF analysis?

8

9

10

11

12

The only regulatory agency of which I am aware that directly and formally uses GDP

growth in a DCF context is the Federal Energy Regulatory Commission (FERC). The

FERC regularly uses a two-stage DCF model in establishing the cost of equity for

interstate natural gas pipelines. The first stage of the FERC two-stage DCF model is 5-

year EPS forecasts, while the second stage is GDP projections for 6-25+ years into the

future.13

14

15 Q. How much weight does FERC give to the GDP growth rate in its two-stage DCF

16 model"

17 33 percent.

18

19 Q- Are you aware of any regulatory agencies that use historic GDP growth in a DCF

context?20

21

22

23

24

A.

A.

A.

A. No, not in the same context as Dr. Hadaway does. I am aware the Utilities Division Staff

routinely conducts a two-stage DCF analysis that uses historic GDP growth as the long-

tenn stage. However, the Staff does not use historic GDP growth as the only DCF growth

rate, as Dr. Hadaway does in all of his DCF analyses.
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1 Q- Do you have any concluding comments about Dr.Hathaway's first DCF model -.. the

"traditional" DCF?2

3

4

Yes, I do. Dr. Hadaway finds a 9.3 percent to 9.5 percent cost of equity result using this

model. His reason for not considering these results is not valid. In addition, his 9.3

5

6

percent to 9.5 percent findings are excessive since his 6.60 percent GDP component is

overstated by at least 180 basis points.

7

8

9

10

What would be the impact of using a projected GDP growth rate in Dr. Had away's

"traditional" DCF analysis?

As is shown below, the impact would be substantial.

11

12 Dividend Yield 4. 15% (average)

13 Growth Rates:

14 BR 3.90%

15 Zacks 5.68%

16 Value Line 5.44%

17 GDP 4.60% (see Schedule 15)

18 Average

"Traditional" DCF

4.91%

19 9.06%

20

21 Q. Please now turn to Dr. Hadaway's secondDCF analysis.

22

23

A.

A.

Q.

A. Dr. Hadaway's second DCF model relies exclusively on the 6.60 percent GDP projections

as the DCF growth rate. As such, it also results in an over-statement of the DCF cost of

equity as does his "traditional" DCF model
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1 Q. What is the impact of the GDP growth on Dr. Had away's secondDCF analysis?

2 As is shown below, the impact is even more substantial than was the case on his first DCF

3 test:

4 Yield 4.15%

5 GDP 4.60% (see Schedule 15)

6 8.75%

7

8 Q- Please describe Dr. I-Iadaway's third DCF model.

9

10

w " ..
12

Dr. Hadaway's third DCF analysis is a "two-stage growth" model that uses five years of

"cash flows" (i.e., dividends) plus years 5-150 dividend growth (as measured by GDP

growth at 6.60 percent). This DCF model employs a 150 year "internal rate of return" as

the DCF result, which Dr. Hadaway finds to be 10.4 percent (average) and 10.5 percent

13 (median) .

14

15 Q- Is there anything improper about this DCF model and results?

16

17

18

Yes, there are two significant problems with this DCF model. First, by estimating growth

rates of up to 150 years into the future, this model incorporates questionable assumptions

about future growth, not to mention measurement problems going so far into the future.

19

20

21

22

23

24

Second, the primary growth rate in this analysis, and the growth rate that is used in 145 of

the 150 years in the "internal rate of return" model, is the 6.60 percent GDP growth

discussed above. In other words, Dr. Hadaway's 150 year projected DCF model uses only

historic figures to estimate 145 years of data, notwithstanding the existence of GDP

projections by both U.S. government and private forecasting organizations. Thus, this

DCF model suffers from the same significant flaw that causes Dr. Hadaway's first and25

26

A.

A.

A.

second DCF models to over-state the cost of equity.
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1 Q- How much weight is given to the GDP growth rate in Dr. Hathaway's two-stage DCF

3

4

analysis?

Dr. Hathaway gives the GDP growth rate approximately 97 percent weight on an

unweighed basis (i.e., each year given equal weight). Even allowing for the discounted

nature of his internal rate of return process, the weight given to GDP growth represents the5

6 majority of his DCF growth.

7

8 Do you have any concluding comments about Dr. Hadaway's DCF calculations?

9

10

11

12

13

Yes, I do. Each of Dr. Hadaway's three DCF models over state the cost of equity due to

the use in each model of a 6.60 percent GDP growth rate. This growth rate is based

exclusively on historic growth in GDP, in spite of the fact that U.S. government

forecasting organizations provide long-term forecasts of GDP growth. In addition, Dr.

Hadaway's exclusive use of historic GDP growth is inconsistent with his exclusive

avoidance of other historic financial data in his DCF analyses.14

15

16 Please now discuss Dr. Hadaway's CAPM analyses.

17 - A . Dr. Hadaway performs two CAPM studies, which are shown on his Exhibit SCH-8. His

18

19

20

21

"long-term CAPM analysis" produces a return of 10.31 percent, which are slightly higher

than my CAPM results. The major difference is his use of a 5.07 percent risk tree rate

(yield on 30-year Treasury bonds as of May, 2007). I use a more current 4.49 percent rate,

which is more appropriate.

22

23 Dr. Hathaway's "sho1"c-term CAPM analysis" produces an 11.81 percent. This also

24 contains an outdated risk-free rate (4.89 percent as of May, 2007 versus 3.0 percent

25 current rate) .

2

26

A.

A.

Q.
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1 Q- Please describe Dr. Hadaway's risk premium analysis.

2 Dr. Hadaway's primary risk premium test is a comparison of public utility bond yields and

"authorized electric returns" over the period 1980-2006. His Schedule SCH-9 indicates an3

4

5

6

average differential of 3. 13 percent over this entire period. He then performs a regression

analysis to reflect an "inverse relationship between risk premiums and interest rate levels."

His conclusion is a risk premium of 4.33 percent (Schedule SCH-9, page l).

7

8 Q- What are your comments about Dr. Hathaway's risk premium methodology and

conclusions"9

10

11

12

13

I note, first of all, that Dr. Hadaway applies his 4,33 percent risk premium to his

"projected triple-B bond yield," which he derives (Schedule SCH-9, page l) by adding

130 basis points to projected long-term Treasury bonds to get a 6.50 percent Triple B yield

projection. Current yields on Triple-B utility bonds are only about 6.3 percent. This alone

indicates that Dr. Hadaway's risk premium results are overstated by some 20 basis points.14

15

16

17

Finally, it is worth noting that the annual cost rate differences between authorized electric

returns and public utility bonds are not necessarily reliable indicators of investor-required

18 risk premiums. This is true for three reasons. First, authorized returns are simply I

19

20

21

22

23

averaged over all the available rate case decisions during a calendar year. That means that

any capital market data that the various regulatory bodies considered were drawn from

time periods prior to the decision rendered. In some cases, that period of time between the

hearing and the decision can be substantial. In any event, there would be a significant

differential among the various authorized returns.

24

25 Second, the relative risk of the utility for which the equity return was determined is not a

26

A.

A.

factor in Dr. Hadaway's analysis. Third, while the inclusion of an outlier may not be
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1

2

problematic in years in which there are many rate case decisions, this would not be the

case in years in which the number of decisions is small, as in recerit years.

3

4 Q.

5

What would be the impact on Dr. Hadaway's risk premium analyses using current

levels of Triple-B interest rates?

6 The result would be as follows:

7 6.3%

8

Triple-B Yields

Risk Premium 4.2%

9 Total 10.5%

10

11 Q.

12

Aside from your above-stated concerns about Dr. Hadaway's risk premium analysis,

do you have any additional comments concerning the use of awarded public utility

returns?13

14

15

Yes, I do. Dr. Hadaway's risk premium analysis, as shown on his Schedule SCH-9, ends

in 2006. I note that this schedule indicates a declining trend in recent years:

16 2002 11.16%

10.97%17 2003

18 2004 10.75%

19 2005 10.54%

10.36%20 2006

21

22

23 10.38%

24 10.69%

25 10.02%

26

A.

A.

When this is updated for the first three quarters of 2007, a further decline is evident:

151 Qtr

2nd Qtr

3I'd Qtr

Average 10.22%
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1

2

3

4

5

6

This also has implications for Dr. Hadaway's risk premium analysis. When the 10.22

percent average authorized returns on equity for 2007 is compared to the yields on Triple-

B rated utility bonds for the year 2007 (i.e., 6.3 percent), the 2007 "risk premium" is 3.9

percent (i.e., 10.22 percent less 6.3 percent). Combining this with the current yield on

Triple-B public utility bonds (i.e., 6.3 percent) results in a "risk premium" return on equity

of 10.2 percent.

7

8 Q-

9

Do you have any concluding remarks about Dr. I-Iadaway's reference to authorized

returns on equity?

10

11

! \. 12

13

Yes, I do. Dr. Hathaway attempts to use authorized returns on public utilities to develop

his recommended return on equity. In reality, authorized returns are much closer to my

recommended return on equity (9.5 percent to 10.5 percent) than to his recommended

return on equity (10.75 percent to 11.75 percent).

14

15 Q- Please comment on Dr. Hadaway's other risk premium studies.

16 On pages 34-35, Dr. Hathaway describes two "other risk premium studies." The first is

derived as follows:17

18 Morningstar Risk Premium

19 6.5%

20

Prospective Triple-B yields

Risk Premium 4.5%

21 Total

22

23

24

Again, substituting the current 6.3 percent risk free rate produces a risk premium result of

10.8 percent.

25

A.

A.
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1 It should be noted that this risk premium is derived using "long-term corporate bond"

2 yields, not just Triple-B bond yields. Since Triple-B bonds are the lower-end of the

3

4

investment grade spectrum, it follows that these bonds have higher yields than corporate

bonds in general, and take a lower risk premium.

5

6 Dr. Hadaway's second "other risk premium" study is a "Harris-Marston Risk Premium"

7 analysis, which he does not appear to consider in his conclusions.

8

9 XIV. FAIR VALUE RATE OF RETURN

10 Q-

11

What is your understanding of TEP's position on the issue of fair value rate base and

related cost of capital implications?

> Xe .. 12

13

14

According to the testimony of TEP witness Pignatelli, TEP believes "it is important for

the Commission to have fair market value information when deliberating and deciding the

Company's rate increase request." He also cites the 2007 Chaparral City remand case on

this issue.15

16

17 Q- Have you reviewed this decision and do you have any comments on your

18 understanding of its implications for this case"

19

20

21

Yes, I do. My "non-legal understanding" of this decision is that the Commission must

consider the fair value of a utility's assets in setting rates. However, I do not agree that

this implies that the Company's cost of capital must be applied to the fair value of the rate

22 base.

23

24

25

My "non-legal understanding" of the Court decision indicates that the Court recognized

that "the cost of capital analysis geared to concepts of original cost measures of rate'is

as The decision goes on to make the26 base, not fair value measures of rate base ..

l l  H l

A.

A.
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1

2

following statement: "If the Commission determines that the cost of capital analysis is not

the appropriate methodology to determine the rate of return to be applied to the FVRB, the

Commission has the discretion to determine the appropriate methodology." It is3

4

5

correspondingly the purpose of this section of my testimony to recommend an

"appropriate methodology" for use in conjunction with a FVRB .

6

7 Q.

8

Do you have any observations based upon your own experience in cost of capital

determination, as to whether a cost of capital developed for application to an original

cost rate base is consistent with a fair value rate base?9

10

i t

12

13

14

15

16

17

18

19

20

Yes, I do. It is my personal experience, based upon over 35 years of providing cost of

capital testimony, that the concept of cost of capital is designed to apply to an original cost

rate base. This is the case since the cost of capital is derived from the liabilities/owners'

equity side of a utility's balance sheet using the book values of the capital structure

components. The cost of capital, once determined, is then applied to (i.e., multiplied by)

the rate base, which is derived from the asset side of the balance sheet (i.e. OCRB). From

a financial perspective, the rationale for this relationship is that the rate base is financed by

the capitalization. Under this relationship, a provision is provided for investors (both

lenders and owners) to receive a return on their invested capital. Such a relationship is

meaningful as long as the cost of capital is applied to the original cost (i.e., book value)

rate base, because there is a matching of rate base and capitalization.

ZN

22

23

24

25

26

A.

When the concept of fair value rate base is incorporated, however, this link between rate

base and capital structure is broken. The amount affair value rate base that exceeds

original cost rate base is not financed with investor-supplied funds and, indeed, is not

financed at all. As a result, a customary cost of capital analysis cannot be automatically

applied to the fair value rate base since there is no financial link between the two concepts.
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l

2

In my "non-legal" opinion, both the Commission and Appeals Court have also recognized

this lack of compatibility between a customary WCOC analysis and FVRB .

3

4 Q.

5

Why is it important that there be a link between the concepts of rate base and cost of

capital?

6

7

8

This link is important since financial theory indicates that investors should be provided an

opportunity to earn a return on the capital they provided to the utility. Since the capital

finances the rate base (in an original cost world), the link between cost of capital and rate

base satisfies this financial objective.9

10

11 Q.

12

Based on your experience as a cost of capital witness over the past 35 years, do you

have a suggestion as to how to account for the use of a FVRB in setting rates for

13 TEP?

14

15

16

17

Yes, I do. Since the increment between fair value rate base and original cost rate base is

not financed with investor-supplied funds, it is logical and appropriate, from a financial

standpoint, to assume that this increment has no financing cost. As a result, the cost of

capital, through the capital structure, can be modified to account for a level of cost-free

18 capital in an equal dollar amount to the increment of FVRB over the OCRB. Such a

19 procedure would still provide for a return being earned on all investor-supplied funds and

would thus be consistent with financial standards.20

A.

A.
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1 Q- Have you made such a proposal in this proceeding?

2

3

Yes, I have. As is shown below, I have developed a capital structure and FVROR that

applies to TEP's FVRB.

4

5
Fair

6
Value

7 Item Amount Percent Cost Return

8 Short-term Debt 1 .49% 5.92% 0.09%

9 Long-term Debt 40.03% 6.40% 2.56%

10 27.56% 10.25% 2.82%

11

Common Equity

FVRB Increment] 30.92% 0.00% 0.00%

12 Total FVRB Capital

$18,552

$498,300

$343,100

$384,984

$1,244,940 100.00% 5.47%

13

14

15

16

17

Applying this 5.47 percent to the FVRB provides for a return on all investor-supplied

capital and is therefore an appropriate fair value rate of return to apply to the FVRB from

a financial and economic standpoint. As such, it provides for an appropriate fair value rate

of return to be applied to a FVRB.

18

19 Q- Have you developed an alternative method with which to apply a FVROR to a

FVRB?20

21

22

Yes, I have. Should the Commission determine that there should be a specific return

(greater than zero) applied to the FVRB Increment, Shave provided such a procedure.

23

.

A.

A.

FVRB minus OCRB



10

11

12

2

3

4

l

5

6

7

8

9
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Q- Why is it necessary to add a return on only the portion of FVRB that exceeds the

OCRB?

The WCOC has already provided for a full cost of equity return and cost of debt on the

portions of equity and debt capital that are supporting the OCRB portion of the FVRB. As

a result, there is no need to provide any additional return on

supported by common equity and debt.

Stated differently, both the cost of debt and the return on common equity (i.e., capital

stock, paid-in capital, and retained earnings - the investment of common shareholders) are

already provided for in a traditional WCOC. Only the portion of the FVRB that exceeds

OCRB ("Fair Value Increment") needs to have a specific return identified in order to

reflect a return component on that Fair Value Increment.

the portions of FVRB

13

14 Q. What is the proper cost rate to apply to the Fair Value Increment?

15

16

17

18

As I indicated previously, from a financial perspective, it should not be necessary to

provide for any return on the Fair Value Increment since this is not investor-supplied

capital. However, the Commission may choose to evaluate this issue from both a financial

and a public policy perspective. I am aware that TEP may claim that the concept of fair

value conies with it the notion that investors should receive some benefit when fair value19

20

21

22

23

24

25

A.

A.

is greater than original cost and should suffer some detriment when fair value is less than

original cost. It is possible that the Commission may determine that Arizona's fair value

provision, which is somewhat unique, is not inconsistent with these concepts. Nonetheless,

the idea that the Company should receive some benefit from the Fair Value Increment

does not mean that one should automatically apply to the FVRB a WCOC developed by

reference to original cost rate base. If it is determined that it is desirable to provide an
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1

2

additional (non-zero) return on the Fair Value Increment, the proper return should be no

larger than the real (i.e., after inflation is removed) risk-free rate of return.

3

4 Q- What is the risk-free return?

5 The risk-free return is, in financial terms, the return on an investment that carries little or

6 no risk. Risk-free investments are universally defined as U.S. Treasury Securities, with

7

8

9

10

11

short-term maturities usually being used as the risk-free rate. Over the past several

months, various maturities of U.S. Treasury securities have yielded from about 3.0 percent

(short-term) to 4.5 percent (long-term) in nominal terms. I also note that 2008-2009

forecasts of U.S. Treasury securities are about 4.0 percent to 4.5 percent. As a result, I use

4.5 percent as the nominal risk-tree rate.

12

13 Q. What is the "real" risk-free rate?

14

15

The concept of real rates involves the removal of the rate of inflation firm the nominal

risk-free rate. In 2007, the rate of inflation, as measured by the Consumer Price Index

16 (CPI), was 4.1 percent. Forecasts of the CPI for 2008-2009 are about 2 percent. As a

17

18

result, I propose to use a 2 percent inflation rate for computing the real risk-free rate,

which is computed as follows:

19

20 Nominal Risk-Free Rate 4.5%

21 Less: Inflation Rate 2.0%

22 Equals: Real Risk-Free Rate 2.5%

23

A.

A.
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1 Q- Please explain why TEP's FVROR should consider the real risk-free rate, as opposed

to the nominal risk-free rate.2

3

4

5

6

The investors of TEP are already receiving an inflation factor due to the inclusion of

inflation in the FVRB. Specifically, the Fair Value rate base incorporates inflation by

considering the current value of assets, which reflect, in part, past inflation. It would be

double-counting to also include the inflation components in the return to be applied to the

7 FV Increment.

8

9 Q- What return on the Fair Value Increment do you recommend in your alternative

10 FVROR proposal?

11

12

My alternative FVROR proposal incorporates a reven on the Fair Value Increment with a

maximum value of 2.5 percent, as developed above. However, I wish to emphasize that

13 this 2.5 percent value is the maximum value that could be applied to the FV Increment. In

14

15

16

17

18

19

20

reality, any value between zero percent and 2.5 percent could be used as the cost rate on

the FVRB Increment. As I stated above, this Fair Value Increment return is in addition to

the return that the Company's investors already earn on their investment in the Company.

In this sense, an above-zero cost rate for the fair value increment represents a bonus to the

Company that would have to find its justification in policy considerations instead of in

pure economic or financial principles, for that reason, the selection of an appropriate cost

rate within this range should fall to the Commission's discretion. I would propose the

21 mid-point of this range, or 1.25 percent.

22

23 What is the resulting impact of your alternative proposal in this proceeding?

24

A.

A.

A.

Q.

I am proposing the following modified FVROR for TEP :
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l
Percent Cost Return

2
Capital Item

Short-term Debt l.49% 5.92% 0.09%
3

Long-term Debt 40.03% 6.40% 2.56%
4

27.56% 10.25% 2.82%
5

6

Corr non Equity

FVRB Lncrement 30.92% 1.25% 0.39%

7
Total 100.00% 5.86%

8

9

10

As shown in the above table, this alternative proposal provides for a non-zero return on

the Fair Value Increment of TEP, and provides for an overall fair value rate of return of

11 5.86% on the FVRB.

12
vii

13

14

Of the two a lterna t ive proposa ls  for  determining the fa ir  va lue ra te of return tha t

should be applied to the FVRB,  which one do you believe is  more appropr ia te and

15 why?

16

17

18

19

20

From a financial perspective, I believe the first proposal (i.e., zero-cost for FV Increment)

is most appropriate. This proposal is consistent with financial principles and would fully

compensate the Company's investors for their  investment. In addition, this proposal

utilizes the FVRB of the Company. If the Commission were to determine that a non-zero

return on the Fair Value Increment is desirable, the alternative (i.e., a 1.25% cost-rate for

21 the FV increment) is not inappropriate.

22

23 Q. Do these proposals provide for a Fair Value rate of return on the FVRB of TEP?

24 Yes, they do.

25

Q.

A.

A.
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1 Q- Will Staff continue to evaluate appropriate methods for determining the fair value

rate of return on fair value rate base?2

3 It is my understanding that the Commission Staff will continue to consider these issues in

4

5

6

7

8

9

the context of future rate cases. Individual rate cases present different issues and varying

sets of circumstances. For example, if one were to assign a non-zero cost rate to the fair

value increment, it may be appropriate to determine the cost of equity to reflect a

reduction in risk. I have not proposed such an adjustment in this case, but these issues may

appear as Staff continues to consider appropriate methods for determining and evaluating

the concept of fair value rate of return on fair value rate base.

10

11 Q- Does this conclude your pre-tiled testimony?

1
L
t 12 Yes, it does.

13

l llu I nu UIIIMIIIIIIIII I I IIIII I III
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William B. Harrison, Journal of Mana,qerial Issues, Vol. H, No. 2, Summer 1990
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"The Flotation Cost Adjustment To Utility Cost of Common Equity - Theory, Measurement
and Implementation," presented at Twenty-Fifth Financial Forum, National Society of Rate
of Return Analysts, Philadelphia, Pennsylvania, April 28, 1993 .

Biography of Moon Edison Bristow, Dictionarv of Virginia Biography, Volume 2, 2001 .
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TUCSON ELECTRIC POWER COMPANY
TOTAL COST OF CAPITAL

ITEM PERCENT
COST
RATE WEIGHTED COST

Short-TermDebt 2.16% 5.92% 0.13%

Long-Term Debt 57.94% 6.40% 3.71%

Common Equity 39.90% 9.50% 10.50% 3.79% 4.19%

Total 100.00% 7.63% 8.03%

7.93% With10.25% ROE

Ly.



Year

1975
1976
1977
1978
1979
1980
1981
1982

1983
1984
1985
1986
1987
1988
1989
1990
1991

Real
GDP

Growth*

-1 .1%
5.4%
5.5%
5.0%
2.8%
-0.2%
1.8%
-2.1%

4.0%
6.8%
3.7%
3.1%
2.9%
3.8%
3.5%
1.8%
-0.5%

ECONOMIC INDICATORS

industrial
Production

Growth

-8.9%
10.8%
5.9%
5.7%
4.4%
-1 .9%
1.9%
-4.4%

3.7%
9.3%
1.7%
0.9%
4.9%
4.5%
1.8%
-0.2%
-2.0%

1975 - 1982 Cycle

1983 - 1991 Cycle

Unemploy-
ment
Rate

8.5%
7.7%
7.0%
6.0%
5.8%
7.0%
7.5%
9.5%

9.5%
7.5%
7.2%
7.0%
6.2%
5.5%
5.3%
5.6%
6.8%

Consumer
Price Index

Exhibit (DCP-1 )
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P

7.0%
4.8%
6.8%
9.0%

13.3%
12.4%
8.9%
3.8%

348%
3.9%
3.8%
1.1%
4.4%
4.4%
4.6%
6.1%
3.1%

Producer
Price Index

1

6.6%
3.7%
6.9%
9.2%
12.8%
11.8%
7.1%
3.6%

0.6%
1.7%
1.8%
-2.3%
2.2%
4.0%
4.9%
5.7%
-0.1%

1992

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

3.0%
2.7%
4.0%
2.5%
3.7%
4.5%
4.2%
4.5%
3.7%
0.8%

3.1%
3.3%
5.4%
4.8%
4.3%
7.2%
6.1%
4.7%
4.5%
-3.5%

2001 Cycle
7.5%
6.9%
6.1 %
5.6%
5.4%
4.9%
4.5%
4.2%
4.0%
4.7%

2.9%
2.7%
2.7%
2.5%
3.3%
1.7%
1.6%
2.7%
3.4%
.1 .6%

1.6%
0.2%
1.7%
2.3%
2.8%
-1 .2%
0.0%
2.9%
3.6%
-1 .6%

Current Cycle

2002
2003
2004
2005
2006

1.6%
2.5%
3.9%
3.1%
2.9%

0.0%
1.1 %
2.5%
3.2%
3.9%

5.8%
6.0%
5.5%
5.1%
4.6%

2.4%
1 .9%
3.3%
3.4%
2.5%

1.2%
4.0%
4.2%
5.4%
1.1%

*GDP=Gross Domestic Product

Source: Council of Economic Advisors, Economic Indicators, various issues.
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1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1 st Qtr.
2nd Qtr.
3rd Qtr,
4th Qtr.

Year

2002

2003

Real
GDP

Growth*

2.7%
2.2%
2.4%
0.2%

1.2%
3.5%
7.5%
2.7%

Industrial
Production

Growth

ECONOMIC INDICATGRS

-3.8%
-1.2%
0.8%
1.4%

1.1°/>
-0.9%
-0.9%
1.5%

Unemploy-
ment
Rate

5.6%
5.9%
5.8%
5.9%

5.8%
6.2%
6.1%
5.9%
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Consumer
Price Index

4.8%
0.0%
3.2%
-0.3%

2.8%
0.9%
2.4%
1.6%

Producer
Price Index

4.4%
-2.0%
1.2%
0,4%

5.6%
-0.5%
3.2%
2.8%

2004
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

3.0%
3.5%
3.6%
2.5%

2.8%
4.9%
4.6%
4.3%

5.6%
5.6%
5.4%
5.4%

52%
4.4%
0.8%
3.6%

5.2%
4.4%
0.8%
7.2%

2005
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

3.1%
2.8%
4.5%
1.2%

3.8%
3.0%
2.7%
2.9%

5.3%
5.1%
5.0%
4.9%

4.4%
1.6%
8.8%
-2.0%

5.6%
-0.4%
14.0%
4.0%

2006
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

4.8%
2.4%
1.1%
2.1%

3.4%
4.5%
5.2%
3.5%

4.7%
4.6%
4.7%
4.5%

4.8%
4.8%
0.4%
0.0%

-0.2%
5.6%
-4.4%
3.6%

2007
1 st Qtr.
2nd Qtr.
3rd Qtr.

0.6%
3.8%
4.9%

2.5%
1.6%
1.8%

4.5%
4.5%
4.5%

4.8%
5.2%
1.2%

0.6%
7.2%
1.2%

Source: Council of Economic Advisors, Economic indicators, various issues.



Year

1975
1976
1977
1978
1979
1980
1981
1982

1983
1984
1985
1986
1987
1988
1989
1990
1991

7.85%
6.84%
6.83%
9.06%
12.67%
15.27%
18.89%
14.86%

10.79%
12.04%
9.93%
8.33%
8.21%
9.32%
10.87%
10.01%
8.46%

Prime
Rate

US Treas
T Bills

3 Month

5.84%
4.99%
5.27%
7.22%
10.04%
11.51 %
14.03%
10.69%

8.63%
9.58%
7.48%
5.98%
5.82%
6.69%
8.12%
7.51%
5.42%

INTEREST RATES

US Treas
T Bonds
10 Year

1975 - 1982 Cycle

1983 - 1991 Cycle

7.99%
7.61 %
7.42%
8.41 %
9.44%

11 .46%
13.93%
13.00%

11.10%
12.44%
10.62%
7.68%
8.39%
8.85%
8.49%
8.55%
7.86%

Utility
Bonds
Aaa

9.03%
8.63%
8.19%
8.87%
9.86%
12.30%
14.64%
14.22%

12.52%
12.72%
11.68%
8.92%
9.52%
10.05%
9.32%
9.45%
8.85%

Util ity
Bonds

Aa

9.44%
8.92%
8.43%
9.10%

10.22%
13.00%
15.30%
14.79%

12.83%
13.66%
12.06%
9.30%
9.77%
10.26%
9.56%
9.65%
9.09%
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10.09%
9.29%
8.61 %
9.29%

10.49%
13.34%
15.95%
15.86%

13.66%
14.03%
12.47%
9.58%

10.10%
10.49%
9.77%
9.86%
9.36%

Utility
Bonds

A

10.96%
9.82%
9.06.%
9.62%

10.96%
13.95%
16.60%
16.45%

Util ity
Bonds
Baa

14.20%
14.53%
12.96%
10.00%
10.53%
11.00%
9.97%

10.06%
9.55%

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

6.25%
6.00%
7.15%
8.83%
8.27%
8.44%
8.35%
8.00%
9.23%
6.91 %

3.45%
3.02%
4.29%
5.51%
5.02%
5.07%
4.81%
4.66%
5.85%
3.45%

1992 - 2001 Cycle
7.01 % 8.19%
5.87% 7.29%
7.09% 8.07%
6.57% 7.68%
6.44% 7.48%
6.35% 7.43%
5.26% 6.77%
5.65% 7.21 %
6.03% 7.88%
5.02% 7.47%

8.55%
7.44%
8.21 %
7.77%
7.57%
7.54%
6.91%
7.51%
8.06%
7.59%

8.69%
7.59%
8.31 %
7.89%
7.75%
7.60%
7.04%
7.62%
8.24%
7.78%

8.86%
7.91 %
8.63%
8.29%
8.16%
7.95%
7.26%
7.88%
8.36%
8.02%

Current Cycle

2002
2003
2004
2005
2006
2007

4.57%
4.12%
4.34%
6.19%
7.96%
8.05%

1.62%
1.02%
1.38%
3.16%
4.73%
4.41 %

4.61 °/1
4.01 %
4.27%
4.29%
4.80%
4.63%

[1] 7.19%
6.40%
6.04%
5.44%
5.84%
5.94%

7.37%
6.58%
6.16%
5.65%
6.07%
6.07%

8.02%
6.84%
6.40%
5.93%
6.32%
6.33%

[1] Note: Moody's has not published Aaa utility bond yields since 2001 .

Sources: Council of Economic Advisors, Economic Indicators, Moody's Bond Record, Federal
Reserve Bulletin, various issues.
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INTEREST RATES

Prime
Year Rate

US Treas
T Bills

3 Month

US Treas
T Bands
10 Year

Utility
Bonds
Ala m

fumy
Bonds

As

Utility
Bonds

A

Utility
Bonds
Baa

2003
Jan
Feb
Mar
Apr
May
June
Jury
Aug
Sept
O f
Nov
Dec

4.25%
4.25%
4.25%
4.25%
4.25%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%

1.17%
116%
1.13%
1.14%
1.08%
0.95%
0.90%
0.96°,<.
0.95%
093%
0.94%
0.90%

4.05%
3.90%
3.81 %
3.96%
3.57%
3.33%
3. 98%
4.45%
4.27%
4.29%
4.30%
4.27%

11] 6.87%
6 6 6 %
6 5 6 %
8.47%
6.20%
B. 12%
8 3 7 %
8 4 8 %
6.30%
6 2 8 %
6 2 6 %
6 18%

7.os%
5.93%
6.79%
6.64%
5.36%
6.21 as
6.57%
5.78%
6.58%
6.43%
5.37%
6.27%

7.47%
7.17%
7.05%
6.94%
6.47%
s.30%
6.67%
7.08%
6.B7%
6.79%
658%
5.51 %

2004
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oc(
Nov
Dec

4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4 2 5 %
4.50%
4.75%
4.75%
5.00%
5.25%

0.88%
0.92%
0.94%
0.94%
1.04%
1.27%
1 3 5 %
1.48%
1 .es c
1175%
2.os%
2.20%

4.15%
4.08%
3.83%
4.35%
4.72%
4.73%
4.50%
4.28%
4. 13%
4. 10%
4.19%
4.23%

8 0 6 %
8 1 0 %
5.93%
8 3 3 %
8.68%
6.30%
6.09%
5.95%
5.79%
5.74%
5.79%
578%

8 1 5 %
5 1 5 %
5 3 7 %
5 3 5 %
6.62%
6.46%
6 2 7 %
B. 14%
5.98%
5.94%
5.97%
5.92%

6.47%
6,2B%
6.12%
5.46%
6.75%
6.B4°/1
6.67%
6 4 5 %
6.27%
6. 17%
816%
6.10%

r.."

2005
J an
Feb
Mar
Apr
May
June
July
Aug
Sept
OC!
Nov
Dec

5.25%
5.50%
5.75%
5.75%
6.00%
6.25%
6.25%
6.50%
6.75%
6.75%
7.00%
7.25%

2.32%
2.53%
2.75%
2.79%
2.86%
2.99%
322%
145%
3.47%
3.70%
390%
3.89%

4.22%
4.17%
4.50%
4.34%
4. 14%
4.00%
4. 18%
4.26%
4.20%
4.46%
4.54%
4.47%

5.58%
5.55%
5.76%
556%
5.39%
5.05%
5. 18%
5.23%
5.27%
5.50%
5.59%
5.55%

57B%
5.s1 %
5B3%
5.64%
5.53%
5.40%
5.51 %
5.50%
5.52%
5.79%
5.BB%
5.80%

5.95%
5.76%
s.o1 %
5.95%
5.88%
5.70%
581 %
5.B0%
5.83%
6.08%
6.19%
5.14%

zoos
Jan
Feb
Mar
Apr
May
June
July
Aus
Sept
Oct
Nov
Dec

7.50%
750%
7.75%
7.75%
8.00%
825%
8.25%
8.25%
8.25%
8.25%
8.25%
8.25%

4.20%
4.41 %
4.51 %
4.59%
4.72%
4.79%
4.96%
4.98%
4.82%
4.89%
4.95%
4.85%

4.42%
4.57%
4.72%
4.99%
5.11*
5.11%
5.09%
4.88%
4.72%
4.73%
4.60%
4.56*

5.50%
5.55%
5.71 %
5.02%
s. 15%
5.16%
5.13%
5.97%
581 %
5.80%
551 %
5.62%

5.75%
5.B2%
598%
6.29%
6.42%
6.40%
5.37%
620%
600%
538%
5.B0%
5.81 %

5.06%
6.11%
6.25%
854%
6.59%
6.61 v.
6.61%
6.43%
6.26%
6.24%
6.04%
6.05%

2007
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

8.25%
8.25%
8.25%
8.25%
825%
8.25%
825%
8.25%
7.75%
7.50%
7.50%
7.25%

4.96%
5.02%
4.97%
4.88%
4.77%
4.63%
4.84%
4.34%
4.01 %
3.97%
3.49%
3.08%

4.75%
4.72%
4.56%
4.69%
4.75%
5. 10%
5.00%
4.67%
4.52%
4.53%
4.15%
4.10%

5.78%
5.73%
5.66%
5.B3%
5.86%
6.18%
6.11%
6.11%
8.10%
6.04%
5,87%
6.03%

5.96%
580%
5.B5%
5.97%
5.99%
6.30%
8.25%
5.24%
6 18%
6.11%
5.97%
6.16%

s, 15%
6.10%
5.10%
6.24%
G.23%
6.54%
5.49%
8.51%
6.45%
636%
5.27%
6.51%

2008
Jan 5.87% 6.02% 6,35%

[1] Note: Moodys has not published Ala utility bondyields since ZO01.

SOUFCESI Council of Economic Advisors, Economic indicators; Moodys Bond Record; Federal
Reserve Bulletin, various issues.
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STOCK PRICE INDICATORS

Year

S&P NASDAQ
Composite [1] Composite [1] DJIA

S&P
D/P

S&P
EIP

1975 - 1982 Cycle

1975
1976
1977
1978
1979
1980
1981
1982

802.49
974.92
894.63
820.23
844.40
891.41
932.92
884.36

4.31 %
3.77%
4.62%
5.28%
5.47%
5.26%
5.20%
5.81%

9.15%
8.90%
10.79%
12,03%
13.46%
12.66%
11.96%
11.60%

1983 - 1991 Cycle

)- [1]

4.40%
4.64%
4.25%
3.49%
3.08%
3.54%
3.45%
3.61 %
3.24%

8.03%
10.02%
8.12%
6.09%
5.48%
8.01 %
7.41%
6.47%
4.79%

1983
1984
1985
1986
1987
1988
1989
1990
1991

[1]
322.84
334.59
376.18 491 .69

1,190.34
1 ,178.48
1 ,328.23
1192776
2,275.99
2,060.82
2,508.91
2,678.94
2,929.33

1992 -2001 Cycle

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

415.74
451.21
460.42
541.72
670.50
873.43

1,085.50
1,327.33
1,427.22
1,194.18

599.26
715.16
751.65
925.19

1,164.96
1,469.49
1,794.91
2,728.15
3,783.67
2,035.00

3,284.29
3,522.06
3,793.77
4,493.76
5,742.89
7,441.15
8,625.52
10,464.88
10,734.90
10,189.13

2.99%
2.78%
2.82%
2.56%
2.19%
1.77%
1.49%
1.25%
1.15%
1.32%

4.22%
4.46%
5.83%
6.09%
5.24%
4.57%
3.46%
3.17%
3.63%
2.95%

CurrentCycle

2002
2003
2004
2005
2006

993.94
965.23

1,130.65
1,207.23
1,310.46

1 ,539.73
1,647.17
1 ,986.53
2,099.32
2,263.41

9,226.43
8,993.59
10,317.39
10,547.67
11,408.67

1.61%
1.77%
1.72%
1.83%
1.87%

2.92%
3.84%
4.89%
5.36%
5.78%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ
Composite prior to 1991..

Source: Council of Economic Advisors, Economic indicators, various issues.



1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

YEAR

2002

2003

2004

S&P
Composite

1,131.56
1,068.45
894.65
887.91

860.03
938.00

1 ,000.50
1 ,056.42

STOCK PRICE INDICATORS

NASDAQ
Composite

1 ,879.85
1 ,641.53
1,308.17
1 ,346.07

1 ,350.44
1 ,521 _92
1 ,785.96
1,934.71

2,041.95
1,984.13
1,872.90
2,050.22

10,105.27
9,912.70
8,487.59
8,400.17

10,488.43
10,289.04
10,129.85
10,362.25

8,122.83
8,684.52
9,310.57
9,856.44

DJIA
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1.39%
1.49%
1.76%
1.79%

1.89%
1.75%
1.74%
1.69%

1.64%
1.71%
1.79%
1.75%

S&P
DIP

2.15%
2.70%
3.68%
3.14%

3.57%
3.55%
3.87%
4.38%

4.62%
4.92%
5.18%
4.83%

S&P
EIP

1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,133.29
1,122.87
1,104.15
1,162.07

2005
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,191.98
1,181.65
1,225.91
1,262.07

2,056.01
2,012.24
2,144.61
2,246.09

10,648.48
10,382.35
10,532.24
10,827.79

1.77%
1.85%
1.83%
1.86%

5.11 %
5.32%
5.42%
5.60%

2005
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,283.04
1 ,281.77
1 ,288.40
1,389.48

2,287.97
2,240.46
2,141 .97
2,390.26

10,996.04
11,188.84
11,274.49
12,175.30

1.85%
1.90%
t.91%
1.81%

5.61%
5.86%
5.88%
5.75%

2007
1st Qtr.
2nd Qtr.
3rd Qtr.

1,425.30
1,496.43
1,490.81

2,444.85
2,552.37
2,609.68

12,470.97
13,214.26
13,488.43

1.84%
1 .82%
1.86%

5.85%
5.65%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDA(
Composite prior to 1991 .

Source: Council of Economic Advisors, Economic Indicators, various issues.
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UNISOURCE ENERGY
SEGMENT FINANCIAL INFORMATION

2003 -2008
($millions)

Segment
Operating
Revenue Net Income

To tai
Assets

2003

Tucson Electric Power $852
87.6%

$129
113.2%

$2,767
88.6%

UNS Gas 1/ $47
4.8%

$1
0.9%

$185
5.9%

UNS Electric 1/ $56
5.8%

$2
1.8%

$125
4.0%

Global Solar $2
0.2%

-$7
-6.1%

$26
0.8%

UniSource Energy Consolidated $973 $114 $3,123

2004

Tucson Electric Power $889
76.0%

$46
100.0%

$2,742
86.3%

UNS Gas $129
11.0%

$6
13.0%

$201
6.3%

UNS Electric $144
t2.3%

$4
8.7%

$135
4.3%

Global Solar
l

$5
0.4%

-$5
-10.9%

$20
0.5%

UniSource Energy Consolidated $1,169 $45 $3,175

2005

Tucson Electric Power $937
76.2%

$48
1043%

$2,575
B2_3%

UNS Gas $138
112%

$5
10.9%

$233
7.5%

UNS Electric $150
12.2%

$5
10_9"/,

$161
5.1%

Global Solar as
0.4%

-$7
-15.2%

$20
0.5%

UniSource Energy Consolidated $1,230 $45 $3,127

200s

Tucson Electric Power $998
75.8%

$67
100.0%

$2,523
82.3%

UNS Gas $162
123%

$4
6.0%

$253
7.99

UNS Electric $195
5.1%

$160
12.1% 7.59

UniSource Energy Consolidated $1.317 $67 $3,187

1/ 2003 figures for UNS Gas and UNS Electric are for period August 11 through
December 31

Note: Totals may not add to 100,0% due to "All Others" and "Reconciling Adjustments

Source: UniSource Energy Annual Report



1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

Standard 8¢ Poor's

Issuer Senior

Rating Secured

B
B
B+
B+
B+
B+
B+

BB-
BB-
BB-
BB
BB
BB
BB
BB
BB
BB
BB

TUCSON ELECTRIC POWER COMPANY
HISTORY OF CREDIT RATINGS

BB+
BB+
BBB-
BBB-
BBB-
BBB-
BBB-
BBB-
BBB-
BBB

Moody's

Issuer Senior

Rating Secured

BE
BE
BE
BE
Bar
Bar
Bar
Bar
Bar
Bar
Bal
Baan
Baan

Bar
Ba2
Bar
Bar
Bar
Ba2
Bar
Baan
Baan
Baan

Exhibit (DCP-1 )
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Fitch

Issuer

Rating

B+
B+
B+

BB-
BB-
BB-
BB-
BB-
BB-
BB
BB

Source: Response to DP 4.7.



YEAR

2002

2003

TUCSON ELECTRIC POWER
CAPITAL STRUCTURE RATIOS

2002 - 2007
($millions)

COMMON
EQUITY

$353,808
23.8%
23.9%

$406,100
26.5%
26.5%

LONG-TERM
DEBT

$1,128,400
76.0%
76.1%

$1 ,126,300
73.4%
73.5%

Exhibit (DCP-1 )
Schedule 5
Page 1 of 3

SHORT-TERM
DEBT

$1,700
0.1%

$1,700
0.1%

2004 $414,500
27.4%
27.4%

$1 ,097,600
72.5%
72.6%

$1,700
0.1%

2005 $558,600
40.5%
40.5%

$821 ,200
59.5%
59.5%

$0
0.0%

2006 $554,700
39.5%
40.3°/o

$821 ,200
58.4%
59.7%

$30,000
2.'l°/0

June 30, 2007 $565,400
38.5%
40.8%

$821 ,200
55.9%
59.2%

$83,000
5.6%

Note: Percentages may not total 100.0% due to rounding

Debt figures exclude capital lease obligations

Source: Response to DP 4.4
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UNISOURCE ENERGY
CAPITAL STRUCTURE RATIOS

2002 _ 2006
($000)

YEAR
COMMON
EQUITY

LONG-TERM
DEBT

SHORT-TERM
DEBT

2002 $456,600
28.8%
28.8%

$1,129,000
71.1%
71.2%

$1,800
0.1%

2003 $556,500
30.2%
30.2%

$1286,300
69.7%
69.8%

$1,700
0.1%

2004 $580,700
31 .6%
31 .6%

$1 ,257,600
68.3%
68.4%

$1,700
0.1%

2005 $616,700
33.5%
33.7%

$1,212,400
65.9%
66.3%

$10,000
0.5%

2006 $654,100
34.8%
35.8%

$1 ,171 ,200
62.3%
64.2%

$56,000
3.0%

June 30, 2007 $656,100
34.0%
35.6%

$1486,200
61 .4%
64.4%

$89,000
4.6%

Note: Percentages may not total 100.0% due to rounding.

Source: Response to DP 4.4.



Unisource Energy
Consolidated

Tucson Electric
Power Company

UNISOURCE ENERGY ANDUTILITY SUBSIDIARIES
CAPITAL STRUCTURE RATIOS

December 31, 2006
($millions)

YEAR
COMMON
EQUITY

$654.1
34.9%
35.8%

$554.7
40.3%
40.3%

LONG-TERM
DEBT

$1 ,171 .2
62.5%
64.2%

$821 .2
59.7%
59.7%

Exhibit (Dcp-1 )
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SHORT-TERM
DEBT

$50.0
2.7%

$0.0
0.0%

UniSource Energy
Services

$149.4
45.5%
45.5%

$179.0
54.5%
54.5%

$0.0
0.0%

UNS Electric $64.9
45.1%
45.1%

$79.0
54.9%
54.9%

$0.0
0.0%

UNS Gas $84.2
45.7%
45.7%

$100.0
54.3%
54.3%

$0.0
0.0%

Note: Percentages may not total 100.0% due to rounding.

Source: Response to DP 4.5.



AUS UTILITY REPORTS
ELECTRIC UTILITY GROUPS

AVERAGE COMMON EQUITY RATIOS

2002

Year

2003

2004

2005

Electric

42%

38%

47%

44%

Exhibit (DCP-1 )
Schedule 6

Combination
Electric
and Gas

36%

43%

38%

47%

2006 45% 44%

Note: Averages include short-term debt.

Source; AUS Utility Reports.
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COMPARISON COMPANIES
BASIS FOR SELECTION

Company
Market

Cap (000)

Percent
Revenues

Electric

Common
Equity
Ratio

Value
Line

Safety

Moody's/
S&P Bond

Rating

S&P
Stock

Ranking

Uri source Energy $1,100 85% 27% 3 BBB- / Baa2 B

Comparison Group*

Avesta Corp.
Hawaiian Electric
Northeast Utilities
Pep co Holdings, Inc.
PNM Resources
Puget Energy, Inc.
TECO Energy
Wester Energy

$1 ,200
$1 ,900
$5,000
$5,200
$1 ,900
$3,300
$3,600
$2,300

50%
84%
77%
58%
79%
61%
60%
72%

46%
49%
40%
45%
49%
44%
35%
49%

3
2
3
3
2
3
3
2

BBB- / Baa3
BBB / Baa2
BBB / Baal
BBB+/ Baal
BBB / Baa2
BBB+/ Baan
BBB-/Baa2
BBB-/Baa2

B
B+

B

B
B+

B

B

B

* Selected using following criteria:
Market cap of $1 billion to $6 billion.
Electric Revenues of 40% or greater.
Common Equity Ratio of 35% or greater.
Value Line Safety of 2 or 3.
S8¢P bond ratings of BBB and Moody's bond ratings of Baa.
S&P stock ranking of B or B+.

Sources: C.A. Turner Utility Reports, Standard & Poor's Stock Guide, Value Line Investment Survey.
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COMPARISON COMPANIES
DIVIDEND YIELD

COMPANY DPS
November, 2007 - January, 200B
HIGH LOW AVERAGE YIELD

Comparison Group

Avesta Corp.
Hawaiian Electric
Northeast Utilities
Pep co Holdings, Inc.
PNM Resources
Puget Energy, Inc.
TECO Energy
Westar Energy

$0.60
$1.24
$0.80
$1 .04
$0.92
$1 .00
$0.78
$1.08

$22.24
$23.95
$33. 19
$30. 10
$25.06
$28.30
$17.91
$26.83

$19.11
$20.92
$26.82
$23.80
$18.23
$25.06
$15.00
$22.51

$20.68
$22.44
$30.01
$26.95
$21 _es
$26.68
$16.46
$24.67

2.9%
5.5%
2.7%
3.9%
4.3%
3.7%
47%
4.4%

Average 4.0%

Hadaway Comparable
Company Group

ALLETE
Alliant Energy
Ameren
American Electric Power
CH Energy Group
Central Vermont p. S,
Cleco
Consolidated Edison
DTE Energy
Empire District Electric
Energy East
FirstEnergy
Hawaiial Electric
IDACORP
MGE Energy
NiSource
NSTAR
PNM Resources
Pinnacle West Resources
PPL Corp
Progress Energy
Puget Energy
SCANA
Southern Co.
TECO Holdings
UlL Holdings
Vectren
Xcel Energy

$1.64
$1 .40
$2.54
$1 .64
$2.16
$0.92
$0.90
$2.32
$2.12
$1 .28
$1 .24
$2.00
$1.24
$1.20
$1.42
$0.92
$1.40
$0.92
$2.10
$1.22
$2.46
$1.00
$1.76
$1 .54
$0.78
$1 .73
$1 .so
$0.92

$43.37
$43.41
$54.74
$49.49
$46.34
$33,44
$29.84
$50.55
$51.19
$24.34
$27.90
$7B.51
$23.95
$36.72
$37.24
$20.35
$37.00
$25.06
$44.50
$55.23
$50.25
$28.30
$43.73
$40.60
$17.91
$37.81
$30.50
$23.50

$33.76
$35.02
$41 .16
$40.68
$35.00
$25.95
$24.60
$42.46
$40.80
$21 .18
$24.95
$64.44
$20.92
$31 .15
$32.06
$16.78
$30.14
$18.23
$37.42
$45.00
$43.50
$25.06
$36.59
$35.15
$15.00
$30.01
$26.01
$20.14

$38.57
$39.22
$47.95
$45.09
$40.67
$29.70
$27.22
$46.51
$46.00
$22.76
$26.43
$71 .48
$22.44
$33.94
$34,65
$18.57
$33.57
$21 ,65
$40.96
$50.12
$46.88
$26.68
$40.16
$37.88
$16.46
$33.91
$28.26
$21 .82

4.3%
3.5%
5.3%
3.6%
5.3%
3.1 %
3.3%
5.0%
4.5%
5.6%
4.7%
2.8%
5.5%
3.5%
4.1 %
5.0%
4.2%
4.3%
5.1 %
2.4%
5.2%
3.7%
4.4%
4.3%
4.7%
5.1%
4.6%
4.2%

Average 4.3%

Source: Yahoo! Finance.
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COMPARISON COMPANIES
RETENTION GROWTH RATES

COMPANY 2002 2003 2004 2005 2006 Average 2007 2008 2010-12 Average

Comparison Group

Avista Corp.
Hawaiian Electric
Northeast Utilities
Pep co Holdings, Inc.
PNM Resources
Puget Energy, Inc.
TECO Energy
Westar Energy

1.2%
4.3%
3.2%
5.3%
3.1%
1.3%
3.2%
0.0%

3.4%
3.9%
3.7%
2.0%
3.0%
2.1%
0.0%
4.9%

1.4%
1.1%
1.6%
2.5%
4.5%
2.8%
0.0%
3.2%

2.4%
1.5%
1.5%
2.4%
4.3%
2.9%
3.3%
4.3%

4.9%
0.7%
0.3%
1.5%
3.7%
3.0%
5.0%
5.5%

2.7%
2.3%
2.1%
2.7%
3.7%
2.4%
2.3%
3.6%

1.0%
0.0%
4.0%
3.0%
1.5%
3.0%
6.5%
3.5%

4.0%
0.0%
5.0%
40%
3.0%
30%
4,0%
3.0%

3.0%
2.5%
6.0%
5.5%
3.0%
3.5%
3.5%
3.0%

2.7%
0.8%
5.0%
4.2%
2.5%
3.2%
4.7%
3.2%

Average 2.7% 3.3%

Hadaway Comparable
Company Group

\ 4.1%
3.8%
0.9%
5.7%
1.1%
1.5%
3.9%
0.8%
1.6%
0.0%
3.8%
4.9%
1.1 %
2.7%
2.3%
3.9%
4.8%
4.5%
2.3%
9.3%
2.6%
2.8%
5.6%
4.7%
0.0%
0.0%
1.9%
3.9%

5.2%
8.1 %
1.7%
5.2%
2.0%
0.0%
4.1 %
2.5%
3.7%
0.0%
3.7%
4.2%
1.5%
1.3%
1.2%
0.9%
4.6%
4.3%
1.0%
8.8%
1.7%
2.9%
5.3%
4.6%
3.3%
0.0%
4.0%
2.9%

5.0%
4.0%
0.2%
5.7%
1 .2%
4.5%
3.0%
2.6%
1 .2%
0.8%
3.2%
7.4%
0.7%
4.3%
3.7%
1 .2%
4.9%
3.7%
3.4%
9.3%
0.0%
3.0%
3.8%
3.8%
5.0%
0.0%
1 .3%
3.6%

5.0%
3.7%
1.0%
4.7%
1.4%
2.6%
4.0%
2.6%
3.1%
0.2%
3.3%
4.2%
2.3%
1.7%
2.5%
2.6%
4.9%
3.7%
2.4%
10.3%
2.6%
2.4%
5.1 %
4.3%
2.3%
0.1%
3.0%
2.9%

4.5%
6.0%
2.0%
5.0%
1.5%
2.5%
2.5%
3.0%
3.0%
0.0%
2.0%
7.5%
0.0%
3.0%
5.0%
1.5%
5.0%
1.5%
2.5%
11.5%
1.5%
3.0%
3.5%
4.0%
6.5%
0.5%
3.5%
3.0%

3.0%
5.0%
2.0%
5.5%
2.0%
3.0%
3.5%
3.0%
2.0%
1.0%
2.0%
7.0%
0.0%
3.5%
5.5%
2.0%
5.0%
3.0%
1.0%
8.0%
1.5%
3.0%
4.0%
3.5%
4.0%
1.0%
3.5%
3.5%

4.5%
4.0%
2.5%
5.5%
2.5%
3.5%
3.5%
2.5%
3.0%
3.0%
2.0%
7.0%
2.5%
3.5%
6.0%
2.5%
6.0%
3.0%
2.0%

12.5%
2.5%
3.5%
4.0%
3.5%
3.5%
2.0%
3.0%
3.5%

4.0%
5.0%
2.2%
5.3%
2.0%
3.0%
3.2%
2.8%
2.7%
1.3%
2.0%
7.2%
0.8%
3.3%
5.5%
2.0%
5.3%
2.5%
1.8%
10.7%
1.8%
3.2%
3.8%
3.7%
4.7%
1.2%
3.3%
3.3%

ALLETE
Alliant Energy
Ameren
American Electric Power
CH Energy Group
Central Vermont p. S.
Cleco
Consolidated Edison
DTE Energy
Empire District Electric
Energy East
FirstEnergy
Hawaiial Electric
IDACORP
MGE Energy
NiSource
NSTAR
PNM Resources
Pinnacle West Resources
PPL Corp '
Progress Energy
Puget Energy
SCANA
Southern Co.
TECO Holdings
UlL Holdings
Vectren
Xcel Energy

0.0%
0.2%
2.4%
0.0%
3.9%
5.6%
4.0%
6.4%
0.0%
2.9%
4.3%
4.3%
0.0%
2.6%
3.9%
5.2%
3.1 %
2.9%

12.4%
5.0%
1.s%
5.5%
4.1%
3.2%
0.6%
4.8%
0.0%

2.5%
2.2%
4.5%
2.0%
3.2%
3.5%
2.9%
2.5%
0.1 %
3.1 %
0.0%
3.9%
0.0%
2.5%
3.0%
5.1 %
3.0%
2.6%

11.7%
3.7%
2.1%
5.5%
4.4%
0.0%
0.0%
3.0%
3.9%

Average 3.2% 3.5%

Source: ValueLine Investment Survey
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COMPARISON COMPANIES
PER SHARE GROWTH RATES

COMPANY

5-Year Historic Growth Rates
EPS DPS BVPS Average

Est'd '04-'06 to '10-'12 Growth Rates
EPS DPS BVPS Average

Comparison Group

0.5%
-1 .0%

2.5%
0.0%
16.5%

3.5%
2.0%
3.0%
0.5%
4.5%
1.5%
-9.5%
-9.0%

2.2%
0.3%
9.8%
-2.3%
3.2%
-4.8%
-11 .0%
0.3%

9.0%
1.5%
17.0%
8.0%
2.5%
6.0%
4.5%
4.5%

12.5%
0.0%
6.5%
3.0%
6.0%
3.0%
2.0%
6,0°/o

4.0%
-0.5%
3.5%
3.0%
4.5%
4.0%
6.5%
5.0%

8.5%
03%
9.0%
4.7%
4.3%
4.3%
4.3%
5.2%

Avesta Corp.
Hawaiian Electric
Northeast Utilities
Pep co Holdings, Inc.
PNM Resources
Puget Energy, Inc.
TECO Energy
Wester Energy

-5.0%
-2.5%
-4.5%
-13.0%
21 .O%

7.5%
-11.5%
-10.5%
-11 .0%

Average -0.3% 5.1%

Hadaway Comparable
Company Group

-3.0%
-2.0%
3.0%
-2.5%
-2.5%

ALLETE
Alliant Energy
Ameren
`Amerioan Electric Power
CH Energy Group
Central Vermont P. S.
Cleco
Consolidated Edison
DTE Energy
Empire District Electric
Energy East
FirstEnergy
Hawaiial Electric
IDACORP
MGE Energy
NiSouree
NSTAR
PNM Resources
Pinnacle West Resources
PPL Corp
Progress Energy
Puget Energy
SCANA
Southern Co.
TECO Holdings
UlL Holdings
Vectren
Xcel Energy

-2.0%
-1 .0%
1.0%
-3.0%
3.5%
-1 .0%
-8.5%
2.5%
0.5%
3.5%
-2.5%
-5.0%
6.5%
-0.5%
-4.5%
7.0%
3.0%

-13.0%
-8.5%
4.5%
-6.5%

J

-11 .5%
0.0%
-9.5%
0.0%
1.0%
1.0%
1.0%
0.0%
0.0%
5.0%
4.0%
0.0%
-8.5%
1.0%
-1 .5%
3.0%
7.5%
6.0%
13.0%
2.5%

-115%
5.0%
2.0%

-10.5%
0.0%
4.0%

-10.5%

-2.5%
5.5%
-2.5%
1.5%
2.0%
5.5%
3.0%
3.0%
2.0%
6.0%
4.5%
2.0%
2.5%
7.0%
4.0%
2.5%
4.5%
4.0%
14.0%
5.0%
1.5%
2.5%
1.0%
-9.5%
1.0%
4.5%
-4.5%

-5.7%
1 .2%
-3.0%
-0.3%
0.2%
3.3%
0.7%
0.7%
1.0%
2.7%
4.0%
0.3%
-4.8%
3.5%
1 .0%
3.0%
3.2%
1 .7%
11 .2%
2.3%
-4.8%
4.8%
2.0%

-11 .0%
-2.5%
4.3%
-7.2%

8.0%
5.5%
3.0%
6.5%
3.0%
9.0%
6.5%
4.0%
4.0%
a.5%
0.5%
9.0%
1.5%
2.0%
6.0%
2.5%
8.5%
2.5%
1.5%

14.0%
3.5%
6.0%
3.5%
3.0%
4.5%
5.5%
4.5%
5.5%

8.0%
0.0%
7.5%
1.0%
0.0%
6.5%
1.0%
2.5%
1.0%
4.0%
5.5%
0.0%
0.0%
0.5%
1.5%
7.0%
6.0%
3.0%
15.0%
1.0%
3.0%
4.0%
4.0%
2.0%
0.0%
3.0%
4.5%

5.5%
4.0%
3.0%
5.0%
2.0%
3.0%
5.5%
5.0%
2.5%
3.0%
2.0%
5.0%
-0.5%
4.0%
7.0%
2.0%
5.5%
4.5%
2.0%
8.5%
1.5%
4.0%
4.5%
5.0%
5.5%
-1 .0%
4.5%
4.0%

8.8%
5.8%
2.0%
6.7%
2.0%
4.0%
6.5%
3.3%
3.0%
4.2%
2.2%
6.8%
0.3%
2.0%
4.5%
2.0%
7.0%
4.3%
2.2%
12.5%
2.0%
4.3%
4.0%
4.0%
4.3%
1.5%
4.0%
4.7%

Average 0.4% 4.2%

Source: Value Line Investment Survey



Avista Corp.
Hawaiian Electric
Northeast Utilities
Pep co Holdings, Inc.
PNM Resources
Puget Energy, inc.
TECO Energy
Westar Energy

Comparison Group

Average

Composite

Median

Composite

Hadaway Comparable
Company Group

COMPANY

ADJUSTED
YIELD

3.0%
5.6%
2.8%
4.0%
4.3%
3.8%
4,8%
4.5%

4.1%

4.2%

HISTORIC
RETENTION
GROWTH

2.7%
2.3%
2.1%
2.7%
3.7%
2.4%
2.3%
3.6%

2.7%

6.8%

2.5%

6.7%

COMPARISON COMPANIES
DCF COST RATES

PROSPECTIVE
RETENTION
GRO\NTH

2.7%
0_8%
5.0%
4.2%
2.5%
3.2%
4.7%
3.2%

3.3%

7.4%

3.2%

7.3%

HISTORIC
PER SHARE
GROV\ITH

2.2%
0.3%
9.8%

3.2%

3.2%

0.3%

2.2%

6.3%

7.2%

1.2%

PROSPECTIVE
PER SHARE
GROWTH

8,5%
0.3%
9.0%
4.7%
4.3%
4.3%
4.3%
5.2%

4.5%

5.1%

9.2%

8.7%

FIRST CALL
EPS

GROWTH

4.5%
8.5%

10.4%
11.4%
9.4%
5.1%
4.5%
5.9%

11.5%

11.4%

7.5%

72%

5.0%
6.0%
6.4%
6.0%

AVERAGE
GROWTH
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4.1%
2.5%
7.2%
5.7%
4.6%
3 7 %
3.9%
3.6%

4.4%

4.0%

8.5%

8.2%

DCF
.RATES

7.1%
8.1%
10.0°/o
9.7%
9.0%
7.6%
8.8%
8.1%

8.5%

8.4%

0.2%
3.3%
0.7%
0.7%
1.0%
2.7%
4.0%
0.3%

9.0%
14.0%
3.7%
5 8 %
6.0%
5.0%
1 1.0%
8.5%
G.O%

3.5%
1.0%
3.0%
3.2%
1.7%
11.2%
2.3%

4.8%
2.0%

ALLETE
Alliant Energy
Ameren
American Electric Power
CH Energy Group
Central Vermont p. S.
Cleco
Consolidated Edison
DTE Energy
Empire District Electric
Energy East
FirstEnergy
Hawaiial Electric
IDACORP
MGE Energy
NiSource
NSTAR
PNM Resources
Pinnacle West Resources
PPL Corp
Progress Energy
Puget Energy
SCANA
Southern Co.
TECO Holdings
UlL Holdings
Vectren
Xcel Energy

4.4%
3.7%
5.4%
3.7%
5.4%
3.2%
3.4%
5. 1 %
4.7%
5.7%
4.8%
2.9%
5.6%
3.6%
4.2%
5.0%
4.3%
4.3%
5.2%
2.6%
5.3%
a.a%
4.5%
4.3%
4.8%
5.2%
4.7%
4.3%

5.0%
3.7%
1 .0%
4.7%
1 .4%
2.6%
4.0%
2.6%
3.1 %
0.2%
3.3%
4.2%
2.3%
1 .7%
2.5%
2.6%
4.9%
3.7%
2.4%
10.3%
2.8%
2.4%
5. 1 %
4.3%
2.3%
o. 1 %
3.0%
2.9%

4.0%
5.0%
2.2%
5.3%
2.0%
3.0%
3.2%
2.8%
2.7%
1.3%
2.0%
7.2%
0.8%
3.3%
5.5%
2.0%
5.3%
2.5%
1.8%

10.7%
1.8%
3.2%
3.8%
3.7%
4.7%
1.2%
3.3%
3.3%

4.3%

6.8%
5.8%
2.0%
6.7%
2.0%
4.0%
6.5%
3.3%
3.0%
4.2%
2.2%
5.8%
0.3%
2.0%
4.5%
2.0%
7.0%
4.3%
2.2%
12.5%
2.0%
4.3%
4.0%
4.0%
4.3%
1.5%
4.0%
4.7%

2.8%
6.0%
9.4%
3.6%
13.7%
4.6%
s. 1 %
4.7%
5.2%
4.5%
10.0%
4.9%
5.9%

5.2%
5. 1 %
2.6%
5.7%
1.8%
3.8%
6.2%
2.6%
3.0%
2.5%
3.0%
6.6%
2.5%
3.2%
4.0%
2.1 %
5.3%
4.6%
2.3%
11.7%
2.7%
3.7%
4.5%
3.8%
3.9%
3.2%
3.9%
4.5%

9.5%
8.8%
7.9%
9.4%
7.2%
6.9%
9.6%
7.7%
7.7%
8.2%
7.8%
9.5%
8. 1 %
8.8%
8.2%
7. 1 %
9.5%
9.0%
T.5%
14.2%
8.0%
7.8%
9.0%
8.2%
8.8%
8.4%
8.6%
8.8%

Average 4.4% 3.2% 3.5% 2.7% 4.2% 6.7% 4.1% 8.5%

Median 4.4% 2.8% 3.2% 2.3% 4.0% 6.0% 3.8% 8.2%

Composite 7.6% 7.9% 7.1% 8.6% 11.1% B.5%

Composite 72% 7.6% 6.8% 8.4% 10.4% 8.2%•
Sources: Prior pages of this schedule.



Year

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006

STANDARD & POOR'S 500 COMPOSITE
20-YEAR U.S. TREASURY BOND YIELDS

RISK PREMIUMS

$12.33
$14.86
$14.82
$15.36
$12.64
$14.03
$16.64
$14.61
$14.48
$17.50
$23.75
$22.87
$21 .73
$16.29
$19.09
$21.89
$30.60
$33.96
$38.73
$39.72
$37.71
$48.17
$50.00
$24.69
$27.59
$48.73
$58.55
$69.93
$8t .51

EPS

$79.07
$85.35
$94.27

$102.48
$109.43
$112.46
$116.93
$122.47
$125.20
$126.82
$134.04
$141 .32
$147.26
$153.01
$158.85
$149.74
$180.88
$193.06
$215.51
$237.08
$249.52
$266.40
$290.68
$325.80
$338.37
$321 .72
$367.17
$414.75
$453.06
$504.39

BVPS

15.00%
16.55%
15.06%
14.50%
11.39%
12.23%
13.90%
11.80%
11.49%
13.42%
17.25%
15.85%
14.47%
10.45%
12.37%
13.24%
16.37%
16.62%
17.11 %
16.33%
14.62%
17.29%
16.22%
7.43%
8.36%

14.15%
14.98%
16.12%
17.03%

ROE

Exhibit (DCP-1)
Schedule 9

20~YEAR
T-BOND

7.90%
8.86%
9.97%

11.55%
13.50%
10.38%
11.74%
11.25%
8.98%
7.92%
8.97%
8.81%
8.19%
8.22%
7.26%
7.17%
6.59%
7.60%
6.18%
6.64%
5.83%
5.57%
6.50%
5.53%
5.59%
4.80%
5.02%
4.69%
4.68%

RISK
PREMIUM

7.10%
7.69%
5.09%
2.05%
-2.11%
1.85%
2.16%
0.55%
2.51%
5.50%
8.28%
7.04%
6.28%
2.23%
5.11%
6.07%
9.78%
9.02%
10.93%
9.69%
8.79%
11.72%
9.72%
1.90%
2.77%
9.35%
9.96%
11.43%
12.35%

Average 6.40%

Sources: Standard 8< Poor's Analysts' Handbook and lbbotson Associates 2007 Yearbook.



Avista Corp.
Hawaiian Electric
Northeast Utilities
Pep co Holdings, Inc.
PNM Resources
Puget Energy, Inc.
TECO Energy
Westar Energy

Comparison Group

Average

ALLETE
Alliant Energy
Ameren
American Electric Power
CH Energy Group
Central Vermont p. S.
Cleco
Consolidated Edison
DTE Energy
Empire District Electric
Energy East
FirstEnergy
Hawaiial Electric
IDACORP
MGE Energy
NiSource
NSTAR
PNM Resources
Pinnacle West Resources
PPL Corp
Progress Energy
Puget Energy
SCANA
Southern Co.
TECO Holdings
UIL Holdings
Vectren
Xcel Energy

Median

Had away Comparable
Company Group

COMPANY

COMPARISON COMPANIES
CAPM COST RATES

RISK-FREE
RATE

4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%

4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%
4.49%

BETA

0.95
0.75
0.80
0.95
0.90
0.90
0.95
0.85

0.95
0.80
0.80
0.95
0.90
1.00
1.15
0.75
0.80
0.85
0.B0
0.a5
0.75
0.95
0.95
0.90
0.75
0.90
0.80
0.90
0.85
0.80
0.B5
0.70
0.95
0.95
0.90
0.80

MARKET
RETURN

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

Exhibit (DCP-1)
Schedule 10

CAPM
RATES

10.1%
8.9%
9.2%
10.1%
9.8%
9.8%
10.1%
9.5%

10.1%
9.2%
9.2%
10.1%
9.8%
10.4%
11.3%
8.9%
9.2%
9.5%
9.2%
9.5%
8.9%
10.1%
10.1%
9.8%
8.9%
9.8%
9.2%
9.8%
9.5%
9.2%
9.5%
8.6%
10.1%
10.1%
9.8%
9.2%

9.7%

9.8%

Average 9.6%

Median 9.5%

Sources: Value Line Investment Survey, Standard a Poor's Analysts' Handbook, Federal Reserve.
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Exhibit (DCP-1 )
Schedule 12

STANDARD & POOR'S 500 COMPOSITE
RETURNS AND MARKET-TO-BOOK RATIOS

1992 -2006

YEAR
RETURN ON

AVERAGE EQUITY
MARKET-TO
BOOK RATIO

1992 12.2% 271%

1993 13.2% 272%

1994 16.4% 246%

1995 16.6% 264%

1996 17.1% 299%

1997 16.3% 354%

1998 14.6% 421%

1999 17.3% 481%

2000 16.2% 453%

2001 7.5% 353%

2002 8.4% 296%

2003 14.2% 278%

2004 15.0% 291%

2005 16.1% 278%

2006 17.0% 277%

Averages:

1992-2001 14.7% 341 %

2002-2006 14.1% 284%

Source: Standard 8¢ Poor's Analyst's Handbook, 2007 edition, page 1.
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Schedule 13

RISK INDICATORS

GROUP
VALUE LINE

SAFETY
VALUE LINE

BETA
VALUE LINE

FIN STR
S & P

STKRANK

S & P's 500
Composite 2.7 1.05 B++ B+

Comparison Group 2.6 0.88 B+ 0.00

Had away Comparable Group 2.1 0.87 B++ 0.00

Sources: Value Line Investment Survey, Standard 8¢ Poor's Stock Guide.

Definitions:

Safety rankings are in a range of 1 to 5, with 1 representing the highest safety or lowest risk.

r Beta reflects the variability of a particular stock, relative to the market as a whole. A stock with
a beta of 1.0 moves in concert with the market, a stock with a beta below 1.0 is less variable
than the market, and a stock with a beta above 1.0 is more variable than the market.

Financial strengths range from C to A++, with the latter representing the highest level.

Common stack rankings range from D to A+, with the latter representing the highest level.



Exhibit (DCP-1 )
Schedule 14

TUCSON ELECTRIC POWER COMPANY
PRE-TAX COVERAGE

ITEM PERCENT
COST
RATE

WEIGHTED
COST

PRE-TAX
COST

Short-Term Debt 2.16% 5.92% 0.13% 0.13%

Long-Term Debt 57.94% 6.40% 3.71% 3.71%

Common Equity 39.90% 10.25% 4.09% 6.65% (1)

TOTAL CAPITAL 100.00% 7.93% 10.48%

(1) Post-tax weighted cost divided by .6154 (composite tax factor)

Pre-tax coverage 10.48%/(0.13%+3.71%)
2.73 x

Standard 8< Poor's Utility Benchmark Ratios:

BBB A

Pre-tax coverage (X)
Business Position:

3 1.8 -2.8x 2.8-3.4x

Total Debt to Total Capital (%)
Business Position

3 55 - 65% 50 -55%

Note that a business position of "3" is shown here since S8¢P places most
transmission and distribution utilities in a range of "1" to "4".
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LONG-TERM PROJECTIONS OF
GROSS DOMESTIC PRODUCT GROWTH

Social Security Administration

Year Real GDP GDP Index
Nominal

GDP Year Real GDP GDP Index
Nominal

GDP

l
x

2048
2049
2050
2051
2052
2053
2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065
2066
2067
2068
2069
2070
2071
2072
2073
2074
2075
2076
2077
2078
2079
2080
2081
2082
2083
2084
2085

2.0%
2.0%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
2.0%
2.0%
2.0%
2.0%
2.0%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%
1.9%

2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%

4.4%
4.4%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.4%
4.4%
4.4%
4.4%
4.4%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%
4.3%

2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2045
2047

2.6%
3.0%
2.8%
2.6%
2.6%
2.4%
2.2%
2.1%
2.2%
2.2%
2.1 %
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%
2.0%

2.0%
2.0%
2.3%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%
2.4%

4.6%
5.0%
5. 1 %
5.0%
5.0%
4.8%
4.6%
4.5%
4.6%
4.6%
4.5%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%
4.4%

Average 4.4%

Source: 2007 OASDI Trustees Report.
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LONG-TERM PROJECTIONS OF
GROSS DOMESTIC PRODUCT GROWTH

Energy Information Administration

Annual Growth (2005-2030):

Real GDP 2.9%

GDP Chain-type Price Index 1.9%

Nominal GDP Growth 4.8%

Source: Energy Information Administration, Annual Energy Outlook
2007 with Projections to 2030.
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EXECUTIVE SUMMARY
TUCSON ELECTRIC POWER COMPANY

DOCKET NO. E-01933A-07_0402 AND E-01993A-05-0650

My testimony addresses the following issues :
The prudence of TEP's purchases of fuel and purchased power
TEP's proposed pro forma adjustments related to heel and purchased power
TEP's proposed implementation costs regulatory asset recovery of two coal contract
buy-outs
TEP's proposed purchased power and fuel adjustment clause (PPFAC)
TEP's proposed operating income adjustments related to feel and purchased power
TEP's alternative regulatory scenarios

•

•

•

My findings and recommendations for each of these areas are as follows:

O

O

O

O

O

O

TEP has generally purchased fuel and purchased power in a prudent manner. EVA
has a number of management recommendations regarding improvements to TEP's
purchasing practices. The management recommendations are as follows:

TEP must improve the level of documentation in all areas.
TEP should prepare a policies and procedures manual for coal
procurement which should incorporate more rigorous bid evaluations.
TEP should improve its measurements of risk in order to comply with
Company policy regarding keeping risk at an "acceptable level."
TEP should consider revisions to its gas and power hedging policies such
that hedging is performed not only to reduce price volatility but to
minimize costs .
TEP should eliminate any commercial duties Nom designated Risk
Manager.
TEP should diversify its counterparties used for financial natural gas
fixed price swaps.
TEP should create a separate legal entity for Wholesale Trading
transactions.

O

TEP has proposed a number of pro-forma adjustments including short-term sales
exclusion, adjustments to the test year costs for Sundt, San Juan and Navajo, and
Wholesale Trading. EVA reviewed each of these proposals and concluded that
there was no basis to make the proposed adjustments related to short-term sales and
San Juan. EVA agreed with TEP regarding the Sundt and Navajo coal costs. EVA
recommends that 10 percent of the positive net margin from Wholesale Trading be
credited against retail expenses.

TEP has proposed that it be allowed to recover the buy-out costs of two coal
contracts which TEP argues are part of its Implementation Costs Regulatory Assets.
EVA reviewed the buy-out costs and concluded that the Sundt buy-out costs had
already been recovered by due Company through lower fuel costs subsequent to the
buy-out. EVA reviewed the buy-out costs associated with the San Juan contract and



recommends that the costs of the buy-out be spread over the remaining life of the
agreement from the time of the buy-out, rather than over four years beginning in
2009.

TEP has proposed a PPFAC to recover its fuel and purchased power costs. The three
standard criteria for a PPFAC are that the fuel and purchased power costs are large,
the fuel and purchased power costs are volatile, and the utility does not control the
market, Le., it is a price taker, not a price maker. EVA believes that TEP meets all
three criteria and a PPFAC is appropriate.

EVA recommends that prior to the first review of the PPFAC, TEP has substantially
improved its level of documentation such that there is complete transparency with
respect to all fuel and purchased power expenses, including written justifications for
all new and amended agreements, documentation of hedging activities on behalf of
TEP during the PPFAC period, and documentation of compliance with procurement
protocols. Proposed documentation provisions should be submitted to and approved
by the Commission Staff.

With respect to the mechanics of the PPFAC, EVA agrees with the
recommendations of Ralph C. Smith of Larkin & Associates and Staff that TEP's
PPFAC should be effective for fuel and purchased power costs incurred after
January 1, 2009 rather than January 1, 2010. If the earlier PPFAC is adopted, the
adjustments to the 2006 test year fuel costs are not needed. In addition, EVA
reviewed TEP's request to credit 90 percent of the revenues from short-tenn sales
and all of the costs to the PPFAC and to recover cost of credit. With respect to
short-tenn sales, EVA recommends that the entire revenue from short-term sales
flow through PPFAC. With respect to the cost of credit, EVA believes that the cost
of credit should only be recoverable in the PPFAC if TEP can separate its costs of
credit from those of its affiliates giving hill recognition to the value that a regulated
utility provides to the cost of credit for its affiliates which is not the case today.

TEP has proposed an operating income adjustment related to the gains from the sale
of emission allowances. EVA finds this adjustment inappropriate and recommends
that future variances from the test year flow through the PPFAC.

TEP has proposed a coal inventory dollar amount in base rates based upon 13-month
average. EVA has proposed a coal inventory dollar amount based upon target
inventory levels by plant and average 13-month costs. The effect of this
recommendation is a reduction of $l,342,l18 in the rate base.

TEP has proposed three alternative regulatory treatments. EVA's testimony has
focused on Cost of Service. EVA notes that in the hybrid case, the primary issue
related to fuel and purchased power is the need for considerable duplication of
functions in order to insure the integrity of the purchases for the regulated assets and
for customers. TEP did not adequately provide the mechanics of purchases in a
hybrid environment.

z
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1 1. INTRODUCTION

2 Q- Please state your name and business address.

3

4

My name is Emily S. Medine. My business address is 1901 N. Moore Street, Suite 1200,

Arlington, VA 22209.

5

6 Q- By whom are you employed and what is your position?

7 I am employed by Energy Ventures Analysis, Inc. ("EVA"), where I am a principal.

8

9 Q- Please describe your duties and responsibilities in that position .

10

11

12

13

14

15

16

17

18

EVA is a consulting firm that engages in a variety of prob ects for private and public sector

clients. These consulting projects are related to energy and environmental issues. In the

energy area, much of our work is related to analysis of the electric utility industry, fuel

markets, particularly coal, natural gas, oil, and petroleum coke, and the transportation

thereof. Our clients in these areas include coal, oil and natural gas producers, electric

utility and industrial energy consumers, and energy transporters. We also work for a

number of public agencies, such as regulatory commissions and the U.S. Department of

Energy, as well as interveners in utility rate proceedings, such as consumer counsels and

municipalities.

19

20 Q- Please describe your educational background and professional experience.

21 A. I received a Bachelor of Arts degree from Clark University in 1976 and a Masters in

Public Affairs from the Woodrow Wilson School of Public and International Affairs at22

23

24

25

A.

A.

A.

Princeton University in 1978. I have been with EVA since 1987. Prior to that, I worked

for Consolidation Coal Company (now CONSOL Energy), Energy and Environmental

Analysis, Inc. (EEA) and Brookhaven National Laboratory. I perform and manage a
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1

2

3

4

variety of fuels-related consulting work for the electric utility industry, including libel

supply strategy studies, market analyses and price forecasts. I also audit the management

and performance of electric utility fuel supply departments and provide testimony to

public service commissions. My resume is attached as Exhibit EVA-l .

5

6 Q- On whose behalf are you appearing?

7 I am appearing on behalf of the Arizona Corporation Commission ("ACC" or

8 "Commission") Utilities Division Staff ("Staff").

9

10 Q- Have you previously tiled testimony before the Arizona CorporationCommission?

11 No.

12

13 Q. In what jurisdictions have you filed testimony?

14

15

16

17

18

I have filed testimony on multiple occasions before the Public Utilities Commission of

Ohio and the West Virginia Public Service Colmnission. I have also worked on several

occasions for the seven regulatory commissions that are responsible for regulating

PacifiCorp. The seven states be California, Idaho, Montana, Oregon, Utah, Washington,

and Wyoming,

19

20 11. PURPOSE AND SUMMARY OF TESTIMONY

21 Q~ What is the purpose of your testimony?

22

23

24

The purpose is to provide expert testimony related to the prudence of Tucson Electric

Power's purchases of fuel and purchased power, TEP's test year fuel prices, TEP's

forecasting methodology and TEP's proposed adjustments.

25

A.

A.

A.

A.

1
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1 Q-

2

3

4

5

6

7

8

9

10

Please summarize your testimony.

Tucson Electric Power has operated under a rate freeze since 1999 which was based upon

a 1994 test year. EVA reviewed purchases during the 2006 test year and concludes during

this period, TEP has generally purchased fuel and purchased power in a prudent manner.

However, TEP does not perform or maintain the level of documentation consistent with

what is required in a regulatory environment. Further, there are opportunities for TEP to

improve its procurement efforts through revised purchasing and hedging practices for both

fuel and purchased power. Finally, some changes within the organization may be

appropriate to insure better controls. With respect to the proposed test year and other

adjustments, EVA recommends several adjustments thereto .

11

12 111. ORGANIZATION OF TESTIMONY

13

14

Q- How is your testimony organized?

15

The results of the fuel and purchased power audit are provided first. The various

adjustments proposed by the Company and the proposed PPFAC are reviewed second..

This is followed by the specific management recommendations resulting from the audits.16

17

18 IV. FUEL AND PURCHASED POWER AUDIT

19

20

Q-

21

22

23

A.

A.

A.

Please describe TEP's generating system.

TEP owns all or part of nine plants plus has about five megawatts of solar in two

locations. These plants, listed in Exhibit EVA-2, include five coal-tired plants, two of

which are operated by TEP. The other plants consist of three combustion turbines, one

combined cycle plant and the solar facilities.
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1 Q- How is fuel procured for these plants?

2

3

4

5

Fuel procurement falls under the responsibilities of the Vice President of Wholesale

Energy and UNS Gas. As shown in Exhibit EVA-3, the department is split between

power and gas on one side and "fuels", which is considered coal, on the other side.

"Energy Trading" handles all wholesale transactions regardless of whether the transaction

6 Wholesale Operations and Pipeline System

7

is for ratepayers or Wholesale Trading.

Planning are the respective scheduling functions.

8

9 Coal

10 Q- Please describe the relative importance of coal within the TEP system,

11

12

13

Most of TEP's installed generation is coal. As shown in Exhibit EVA-4, during the period

2004 through 2006, coal generation accounted for 94 percent or more of generation. Coal

generation is disproportionate to its capacity because of its lower cost.

14

15 Q- Please explain the overall coal supply for the TEP plants.

16

17

The coal supply for the TEP plants is summarized on Exhibit EVA-5. This coal supply is

best understood in context.

18

19

20

The San Juan Basin is on the northeastern part of New Mexico and the adjoining part of

southwestern Colorado. The San Juan is divided into a number of individual coalfields.

21

22

Coal production in New Mexico dates back to the 1880's but had all but disappeared by

the late 1950's due to the change from the steam engine to diesel and increased use of

23 natural gas.

24

25

26

A.

A.

A.

In the second half of the twentieth century, high growth in electricity demand prompted

the construction of coal-fired power plants in concert with the construction of new coal
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1

2

3

4

5

6

7

8

mines which supplied the plants under long-terrn contracts. Pittsburg & Midway opened

the McKinley surface mine in 1962 (Arizona Public Service's Cholla plant started

operating in 1962) and BHP (Utah International) opened the Navajo mine in 1963 (Four

Corners power plant started operating in 1963) and the San Juan mine in late 1972 (San

Juan power plant started operating in 1976). hr 1982, the Lee Ranch mine began

production (the Springerville plant started operating in 1985). The Lee Ranch mine which

had been developed by the Santa Fe Industries was "traded" to Hanson, which ultimately

became Peabody in 1994.

9

10

11

12

13

14

15

The coal industry in Arizona, unlike New Mexico, did not develop until utility plants were

built and designed for Ir. The coal reserves in Arizona are concentrated in the Black Mesa

region which is in Navajo country. Two large mines were developed on these reserves:

the Black Mesa mine, which was developed to supply the now-closed Mohave generating

station and the Kayenta mine, which was developed to supply the Navajo Generating

Station. The Kayenta mine started producing in 1973, Navajo #1 started operating in

16 1974.

17

18 Of the mines discussed above, only two (McKinley and Lee Ranch) developed

19 commercial rail access. TEP looked to McKinley for the supply of Sundt (Irvington) for

20 the coal conversion.

I Santa Fe Industries was the diversified parent company of the Topeka and Santa Fe Railway. Its non-raikoad
operations included constructiOn, real estate, and energy interests.
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Q.

In the last 30 plus years, there have been many changes to the U.S. coal industry. With

respect to TEP, the most important changes relate to the Powder River Basin, the changing

global coal market, and mine safety issues.

What changes have occurred in the U.S. coal industry since the development of these

power plants that affect or may affect TEP's coal supply?

The Powder River Basin is a huge deposit of sub-bituminous coal lying in northern

Wyoming and southeast Montana. In the early l970's, there was very little production

from the Powder River Basin. In 2007, production increased to almost 480 million tons

13

14

15

16

17

and now accounts for over four out of every 10 tons produced in the U.S.. This remarkable

growth in production is attributed to three primary factors: cost, quality, and competitive

transportation. The coal is not very deep and the use of super-sized equipment (e.g.,

draglines, haul trucks, etc.) kept coal mining costs relatively low. The coal in the Powder

River Basin is very low in sulfur which made it an attractive fuel for many power plants in

order to meet environmental requirements. Finally, the addition of a second railroad in the

Powder River Basin in the l980's resulted in significant rail competition and competitive

rates to many markets including those in the easter U.S.

18

19

20

21

22

While many power plants in the U.S., including those in the southwest and Texas and as

far east as Indiana and Michigan were designed for Powder River Basin coals, much of the

remarkable increase in demand was related to the displacement of design coals by coals

from the Powder River Basin. As noted above, this was due to lower delivered costs

23 (mine plus rail) and low sulfur content. Powder River Basin coals have also displaced

24 mine mouth coal supplies in Texas, Colorado and Arizona for some of the same reasons.

25

A.
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1

2

3

4

Powder River Basin coals became important to TEP when the permitting of the

Springerville expansion required TEP to commit to use Powder River Basin coal for the

new units. Obviously, the addition of Powder River Basin coals for Units 3 and 4 made

their potential use at Units 1 and 2 more likely. [CONFIDENTIAL].

5

6 Q. How does the global coal market affect TEP's coal supply?

7

8

9

10

11

12

13

14

15

The global coal market for steam and metallurgical coals is rapidly approaching one

billion tones per year. At one time, the U.S. had been a major coal exporter but its role

shrank to that of swing supplier due to its high costs. The U.S. effectively lost its entire

position in the Pacific market due to the growth in the Australian, Indonesian, and even

Chinese export coal industries. With growth in demand, particularly in the Pacific market,

outpacing growth in supply, a shortfall has developed in the global market causing global

coal prices to more than double in the last 12 months. The combination of rising global

prices and the weak U.S. dollar have made U.S. coal supplies competitive in the global

coal market. The net effect has been a rise in U.S. coal prices, particularly eastern

16 bituminous coal prices.

17

18

19

20

21

22

23

24

A.

While the coal mines supplying coal to TEP's plants by and large are not candidates for

the export market, the increase in eastern coal prices combined with increasing diversion

of eastern bituminous coals into the export market has potential ripple effects on the coal

supply to TEP's plants. Higher prices often lead to higher costs from which the mines

serving TEP's plants are not insulated. Similarly, greater demand for western coals in

eastern coal markets could affect prices. Finally, some of the coals, namely the western

bituminous coals could be looked to for export.



11

10

12

13

4

2

3

7

5

6

9

8

1
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Q-

underground coal mine operator to have a written, approved, and regularly updated

accident response plan that provides for the evacuation of all individuals in the mine in the

What are the issues related to mine safety?

Mine Safety and Health Act of 1977 ("MSHA").

case of an emergency and provides for the maintenance of any individuals trapped

Specifically, the plan must provide for (1) redundant means of

communication, (2) a tracking ,system (consistent with commercially available

technology) that allows for above ground personnel to determine the location of all

Coal mine safety became a prominent issue in 2006 following the tragedies at the Sago

and Aracoma mines in the east. In June 2006, Congress enacted the Mine Improvement

and New Emergency Response Act of 2006 ("MINER Act") which amended the Federal

underground.

The MINER Act requires each

14

15

underground personnel, (3) adequate caches of breathable air in 30 minute increments in

the escape ways, (4) lifelines consisting of flame-resistant materials to direct personnel out

of the mine, (5) training, and (6) coordination with local authorities. In addition, each

underground mine with more than 36 employees had to have available two mine rescue

16 teams.

17

18

19

20

21

22

23

24

25

26

A.

The Crandall Canyon disaster in Utah in August 2007 has spurred additional legislation.

In January 2008, the House passed the controversial Supplemental Mine Improvement and

New Emergency Response ("S-MINER") which if it becomes law significantly increases

the burden on the mining industry. The S-MINER Act halves the maximum level of coal

dust to which miners could be legally exposed, would require the use of tamper-proof

technology to measure exposure levels, provides new safeguards for retreat mining,

requires that seals withstand pressure of 240 pounds per square inch, gives MSHA

subpoena authority, directs mines to begin using fire-resistant conveyor belts, requires

MSHA to develop its own emergency response plan with six months, requires random
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1

2 handle safety complaints,

inspections of miners' self-contained self-rescuers, creates a miner ombudsman's office to

and calls for better tracing and communications equipment,

3 more reliable air supplies, and greater availability of refuge chambers.

4

5

6

7

8

The heightened emphasis on safety increases the underground mine production costs at the

San Juan mine, although not to the same degree of older, smaller mines. It also increases

the production costs at the underground mining operations in Colorado which are a

potential source of supply for Sundt.

9

10 Q- You previously mentioned some changes in railroad pricing behavior. Is this likely

11 to continue?

12

13

14

15

16

17

18

19

20

After two decades of declining real rates that intensified inter-regional coal competition,

the railroads adopted a new strategy in which they effectively stopped competing with

each other and started quoting higher rates on new and renewing business. The strategy

became more public in March 2004 when the Union Pacific ("UP") announced that new

coal rates out of the Powder River Basin would be set under Circular Ill which set

standard terms and conditions applicable to specific destinations. The UP followed with

Circular 112 for rates from Utah and Colorado and Circular 113 for rates from Illinois,

Oklahoma and southern Wyoming. The UP stated that the circular rates were those "it

must achieve from the coal business in order to support ongoing capital investments to

21 handle existing and growing coal volumes.77

22

23

24

25

A.

Economists believe that the UP position will soften once there is overcapacity within the

system again. An economic recession such as is currently being forecast could lead to an

excess in rail capability which might result in lower rates. The big unknown, however, is
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1 to what extent western coals will be needed in eastern markets "at any price" in order to

2 fill the void from increased exports and decreased imports.

3

4 Q- How does the coal move to the power plants?

5

6

7

Sundt is served by the UP. Springerville is served by the Burlington Northern ("BN").

San Juan and Four Corners are mine mouth. Navajo receives its coal via the Black Mesa

and Lake Powell Railroad, a dedicated 80-mile electrified railway.

8

9 Q- Are there any changes with respect to the rai l roads that could af fect TEP?

10

11

As noted above, TEP's supply is somewhat insulated from the commercial rail market.

The exceptions are Sundt and Springerville. Sundt is currently receiving UP coal under

12 [CONFIDENTIAL] I

13

14 Coal Procurement

15 Q- How is coal acquired by TEP for its units?

16

17

18

19

20

21

TEP acquires all of the coal for Sundt #4 and Springerville #1 and #2. TEP was involved

in the negotiations for Springerville #3 but the coal contract itself is a bilateral agreement

between Tri-State and the coal supplier. TEP participates with Public Service Company

of New Mexico ("PNM") in negotiations related to San Juan as TEP is a co-signatory on

the coal contract with PNM due to TEP's 50 percent ownership of Units #1 and #2. TEP

sits on the fuels committee for the other jointly-owned stations .

22

23 Q- Who acquires the coal for TEP?

24

25

The professional coal procurement staff is relatively small consisting of a Fuels Manager

and a Lead Fuels Analyst. The Fuels Manager has no purchasing authority. He reports to

26

A.

A.

A.

A.

David Hutchens, Vice President. Mr. Hutchens participates in negotiations as appropriate.
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1

2

Mr. Hutchens has limited approval authority. All transactions representing $10 million or

more of value must be approved by the Board. Other transactions may also go to the

Board for approval.3

4

TEP does not have an official fuels committee. The Board, which meets quarterly,

periodically reviews the fuel situation.

Q. Please explain the coal supply for each of the plants.

Springerville

5

6

7

8

9

10 These contracts, which are

11

There are two active coal contracts for Springerville.

summarized in Exhibit EVA-6,are [CONFIDENTIAL].

12

13

14

Slllldt

15

After the buy-out of the McKinley contract, TEP did not enter into a long-term contract

for replacement coal. Rather it purchased coal on a short-terrn, annual, or spot basis.

Deliveries in 2008 are pursuant to a [CONFIDENTIAL] TEP entered into with Rio Tinto

for coal from the Colowyo coal mine in Colorado. The agreement with Rio Tinto is

summarized in Exhibit EVA-7.

16

17

18

19

20

21

TEP also purchased some coal Hom McKinley in 2007 even though its requirements were

fully satisfied with the Colowyo coal. TEP indicated two reasons for this purchase:

22 [CONFIDENTIAL] I

23

24

25

A.

It should be noted that not all of the fuel supply for Sundt #4 is from coal. In 1999, TEP

started to move methane gas from the city of Tucson's Los Reales landfill through a 3.5
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1

2

mile pipeline to the Sundt plant where it is burned along with coal. The gas, which is

delivered at a lower cost than the coal, has displaced about 15,000 tons of coal per year.

3

4 S211 Juan

5

6

7

8

9

The Sari Juan station is a four-unit coal-fired plant which is operated by PNM. TEP owns

50 percent of Units #1 and #2 which represents about 19.8 percent of the entire station.

TEP along with PNM is a co-signor to the coal supply agreement reflecting its ownership

position at the time of the initial agreement. The agreement, which is summarized in

Exhibit EVA-8, is between TEP and PNM and the San Juan Coal Company, a subsidiary

10 ofBHp.

11

12

13

14

The initial coal supply agreement was bought out in 2001 to convert from a surface

mining contract to an underground longwall mining agreement. The payment was made

to reimburse BHP for its stranded capital investments related to the surface mine.

15

16

17

18

19

Based upon TEP's filing in the current proceeding, the performance of the underground

mine has been disappointing, particularly in contrast to the representations made by BHP

and others. One bad year, however, does not a contract make and there is reason to

believe performance will improve over time.

20

21 Four Corners

22

23

24

25

26

The Four Corners station is a five-unit coal-tired plant operated by Arizona Public Service

("APS"). APS owns units #l- #3, Units #4 and #5 are jointly owned with a number of

buyers of which TEP is one. TEP, along with the other owners of Four Corners, is a

counter-party to the long-tenn agreement with BHP for coal from the Navajo mine. The
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1

2

3

4

5

agreement, which is summarized in Exhibit EVA-9, dates back to 2003 at which time the

parties to Units #4 and #5 decided to restate and amend the Four Corners Fuel Agreement

Number 2 rather than provide additional supplements to it. The new agreement runs

through July 6, 2016 although the Buyers have a unilateral right to extend the agreement

between five and 15 years. ,

6

7 Navajo Generating Station

8

9

10

11

12

13

14

The Navajo Generating Station is a three-unit station operated by Salt River Project. The

coal for Navajo is supplied under a long-tenn contract with Peabody which dates back to

1977 and runs for 35 years from the date of first operation of Unit #3. The buyers do have

the right to extend for up to 15 years assuming there are adequate reserves. The prices in

this contract be reset every five years based in part upon actual costs. Within the five

year periods, costs are adjusted by specified indices. The agreement is summarized in

Exhibit EVA-10.15

16

17 Q-

18

Based upon this discussion, the only plant for which TEP currently purchases coal is

Sundt. How are these procurements accomplished?

19

20

21

22

23

TEP conducts periodic solicitations. In 2007, TEP solicited the market for one- or three-

year offers. Requests for proposal were sent to all producers of western bituminous rail

coal. The requests for proposal were brief letters indicating TEP's need for coal for the

Sundt station and indicating that all coal must have a sulfur dioxide (SON) content of 1.0

pound per MMBtu or less (per the air permit). Bids were received Hom

24

A.

[CONFIDENTIAL].

. 1
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1 Q- How did TEP evaluate the bids for Sundt?

2 TEP prepared a spreadsheet type analysis of the alternative bids. [CONFIDENTIAL] »

3

4 Q.

No.

Would you consider TEP's analysis complete?

[CONFIDENTIAL].

[CONFIDENTIAL] a

5

6

7

8

9

10

11

Q- Would TEP's analysis of the 2007 bids have changed if a complete analysis had been

performed' *

I do not think so. [CONFIDENTIAL].

12

13

14

Q. Is the coal purchased in2007 also the coal that will be burned in 2009?

[CONFIDENTIAL] .Not necessarily. The purchase was for TEP will presumably

conduct a new solicitation for 2009 coal. The new solicitation should consider all these

factors.

15

16

17

18

19

20

21

Q- Did TEP document the procurement for Sundt?

22

23

A.

A.

A.

A.

A. No. TEP did not document the entire procurement analysis as is appropriate in

procurement decisions. The documentation should provide a summary of the solicitation

results, an analysis of the results, how the purchase decision came about and a record of

the actual decision. The documentation should also contirin that the procurement decision

received the proper management approvals.
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1 Coal Contract Administration

2 Q- Who is responsible for administering the coal and transportation contracts?

3

4

5

The Fuels Group is responsible for administering the coal and transportation contracts.

This is largely an oversight function with respect to the jointly-owned plants. TEP has

primary responsibility for Sundt arid Springerville.

6

7 Q-

8

What are TEP's inventory targets?

TEP indicated that its target for Sundt is [CONFIDENTIAL].

9

10 Q-

11

12

13

14

How well has TEP done in achieving its target inventory levels? ..

Exhibit EVA-11 shows end of month inventory levels for Sundt and Springerville and

days of inventory for each based upon the average daily burn at each plant for the years

2004 through 2006. [CONFIDENTIAL]. TEP indicated that it was taldng advantage of

some competitively-priced coal during this period.

15

16 Q- What is TEP proposing to include in its 2006 test year with respect to inventory

17 levels?

18 A.

19

20

The inventory levels included in the test year are not based upon targets. Rather, TEP is

proposing a 13-month average for the test year.2 TEP did not provide inventory levels by

plant, simply a dollar amount for coal.

21

22 Q- What are the inventory levels assumed in the 2006 test year?

23 The test year coal inventory is $l6,596,l67.85. As shown on Exhibit EVA-12, this level is

slightly higher than the dollars in inventory based upon target inventory levels and the 13

month average cost

A.

A.

A.

A.

There appears to be some internal confusion as to which inventory levels are included in the Test Year. In response
to EVA 10.15, TEP provided numbers consistent with inventory levels at the end of December 2006
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1 Q. Do you agree with TEP's approach?

2

3

4

5

6

The preferred approach is to base test year coal inventory on targets because this is

presumably the level the Company has decided is appropriate for strategic reasons. More

importantly, this is the level to which the Company should be held accountable. If levels

other than the targets are used, the Company has an argument that they only need to keep

inventories at those levels as those are the levels at which recovery is achieved. At the

target levels, the dollars in inventory based upon average 13-month costs would be

$15,254,050 or $l,342,l18 less than the Company has requested.

7

8

9

10 Q- How often does the Company conduct physical surveys of its stockpiles?

11

12

13

On an annual basis, the Company engages a third-party to measure the quantity of coal at

the Sundt and Springerville stations. The physical survey consists of a volumetric survey

and a density survey. Reports detailing approach and findings are provided to TEP.

Q- Are TEP's coal procurement policies and procedures well documented?

No. There is no current coal procurement policies and procedures manual.

Natural Gas and Power

14

15

16

17

18

19

20

Q- Please characterize TEP's need for gas and purchased power.

21

22

23

24

25

26

A.

A.

A.

A. TEP generally needs to purchase gas for power generation from April through October

and is short peak power generation capacity from June through September. During the

winter months, load can be met from coal-based generation, actually creating a need to

sell excess power from October through March. These generalities are subj et to planned

and unplanned maintenance, as well as other unforeseen events. Selling and buying of

power in the real-time, day-ahead, balance-of-the-month, or next-month markets fall into

the category that TEP calls Short-Term sales and revenues.



Direct Testimony of Emily S. Medina
Docket Nos. E-01933A-07-0_02 and E-01993A-05-0650
Page 17

1 Q- \Vhat is the value and financial impact of wholesale power purchases and sales?

2

3

4

For test year 2006, power purchases were $177.3 million and power sales were $241.1

million creating a net positive revenue effect of $63.8 million. Of this, wholesale trading

purchases were $106.1 million and wholesale trading sales were $104.4 million. All

5 power

6

7

remaining activity was related to ratepayer load and system optimization

purchases of $73.0 million and power sales of $135.0 million for a net positive revenue of

$62.1 million. ,

8

9 Q- How does TEP hedge natural gas?

10

11

12

13

14

15

16

17

18

19

Physical gas is purchased at index. TEP has a hedge policy to reduce gas pricevolatility

which consists of "non-discretionary" or mandatory hedges using financial instruments.

TEP outlines a hedge schedule to reach [CONFIDENTIAL] of the gas volume forecast to

be required for that given month. All non~discretionary purchases must be completed two

months prior to physical flow and must be executed "during the week of the 20th of each

month." This is when natural gas bid week generally begins and market liquidity

increases. Also the non-discretionary schedule does not require purchases during the

months when hurricane activity is typically at its highest levels in the northern

hemisphere. The effect is that TEP starts to hedge three years prior to its physical need

and executes transactions during January through July and November through December.

20

21 Q~ Is TEP's hedging policy documented?

22 Yes in the Fuels & Wholesale Power Hedging Policy ("Hedging Policy").

23

24 Q~ Was TEP's Wholesale department effective at achieving TEP's stated goals?

25

26

A.

A.

A. Exhibits EvA-l3 and EVA-14 summarize the results of the 2006 hedging programs for

price, the number and volume of hedge transactions, and compares them to published
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

market price indices. For 2006, TEP's average natural gas hedge price was five percent

over market based on the average daily spot price index. For power, TEP's hedge price

was 2.5 percent over the average hourly price index and 4.1 percent over the day-ahead

peak index price. All of these are acceptable results for a hedge program. TEP's hedging

strategy, as discussed above, was not fully implemented until January 1, 2006. This

means that the audited 2006 hedge results are based on multiple policies from the years

2004, 2005, and 2006. In its form as of January 1, 2006, TEP's hedging policy appears to

be effective at achieving its stated goal which is to reduce price volatility. TEP's hedge

policy is essentially a strategy of dollar cost averaging over a long period of time and a

large number of transactions to reduce exposure to prices being determined in any one .

time frame or by a few transactions. For 2006, TEP executed its hedges over a smaller

number of transactions for a number of reasons, including a) its internal hedge policies

changed over time, b) management waived the necessity to hedge at various times due to

forward market illiquidity, c) TEP had only two counterparties for financial hedges, and d)

the portfolio became over~hedged for certain months as the load forecasts changed.

16

17

18

19

20

Q- Did TEP achieve its targeted natural gas volumes for 2006?

21

22

23

A. Exhibit EvA-l5 compares the natural volumes hedged for 2006 to actual burn and to the

preceding forecasts leading up to 2006 in place on January let of 2004, 2005, and 2006.

The net result is that compared to the January 1, 2006 forecast, TEP consistently hedged

[CONFIDENTIAL] of its monthly natural gas exposure. The audit revealed a fair

amount of volatility in the forecast consumption levels for 2006 from year-to-year. The

result is that TEP sometimes became over-hedged. TEP's policy does not allow traders to

sell natural gas financial hedges already in place, so if TEP's forecast declines then TEP

may be over-hedged in any month. For instance, April 2006 forecasted bum was

[CONFIDENTIAL] later in 2005 when Luna began its test burn
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l Q.

2

3

4

5

6

7

8

9

10

Does TEP hedge its power purchases in a similar manner?

TEP uses a similar, but less intensive, method to meet the minimum 'non-discretionary'

monthly power purchases and sales requirements. The Hedging Policy states that the non-

discretionary hedge [CONFIDENTIAL]. According to TEP's Portfolio Manager, to

approximate the typical day for each month, the expected monthly peak is based on the

average load per hour from the three prior years - the most recent year at its actual value

with the two prior years adjusted for load growth. For a typical day of each month of the

year, the Portfolio Manager also evaluates the difference between expected peak load and

the month's historical hourly peak to determine if additional hedges of purchased power

should be proposed as a discretionary hedge.

11

12 Q-

13

Was the power hedge strategy effective at achieving TEP's stated goals?

The purchased power strategy is a less intensive version of dollar cost averaging used for

natural gas because there are a smaller number of transactions (24 versus 57 transactions)

and a shorter time~frame during which power hedges are executed. Further, there is more

discretion for how power hedges are executed.

14

15

16

17

18

19

20

Q- How does TEP decide when to execute discretionary power hedges?

According to the Hedging Policy, [CONFIDENTIAL].

21 Q- How are the risks associated with the hedging activity managed?

22

23

24

25

The Risk Management Committee (RMC) is responsible for reviewing and approving TEP

policies and overseeing the management of risk. The RMC approves the annual non-

discretionary hedge plan for natural gas and purchased power prior to the start of each

calendar year. The RMC also approves all discretionary hedges, as proposed, during the

26

A.

A.

A.

A.

calendar year.
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1

2

As of January 1, 2007, the members of the RMC were defined by title.

Chief Financial Officer (Chairman of the RMC)•

3

4

5

6

Controller

General Counsel

Chief Operating Officer

Vice President of Wholesale Energy and UNS Gas

Vice President of Finance and Rates.7

8

9

10 •

11

Additionally, there are "staff" designated to the RMC, also defined by title as:

TEP Risk Manager

TEP Risk Controller•

12 •

13 •

•14

15

16

17

•

Corporate Credit Director

Corporate Accounting Manager

Director of Supply Side Planning

Others as needed.

Q- What type of internal and/or external audits are conducted for fuel and purchased

18

19

2 0

21

22

23

24

A.

power?

Annual risk control reviews, as required by Sarbanes Oxley, have occurred since 2004.

Both Internal Audit and the external auditor, PWC, review key risk control items for this

area. EVA reviewed the results of audits for 2004, 2005 and 2006 and found that the

problems identified were resolved, or addressed by senior management when deemed

necessary by the auditors. No management audits of fuel and purchased power have been

performed since 2003 .
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1

2

3

Benchmarking

Q- Did you perform any benchmarldng of TEP's performance?

4

5

6

7

Yes. I looked at the performance of TEP's plants with respect to heat rate and capacity

factor. Exhibits EVA-16 and EVA-17 present 2006 annual capacity factors and heat rates

for the coal plants in the WSCC. As shown, the best perfumers are Navajo and Four

Corners with high capacity factors and low heat rates. The poorest performer in the group

8 was Sundt which is as to be expected given its size and history. San Juan and

9 Springerville fell in the middle.

10

11 Q- Did you consider the impact of the forced outages on capacity factors?

12

13

14

Yes. I reviewed the forced outages on all the coal units, which are summarized on Exhibit

EVA-18. TEP's forced outage rate at Sundt is very low, while the Springerville outage

rates are more average when compared to the other units in which TEP has an ownership

15 share but does not operate.

16

17 Q- Do you benchmark TEP's coal costs?

18

19

20

21

22

A.

A.

A. Yes. Exhibit EvA~l9 presents coal costs per ldlowatt-hour for selected coal-fired plants

in the southwest. Unfortunately, there is a very limited list of "comparables" particularly

with the closure of Mohave and the fact that most of the large power plants iN the

southwest are jointly owned. Nevertheless, there was some range in fuel costs with Sundt

not surprisingly being the most expense in 2006 and Navajo the least.
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1 v. VARIABLE PRO FORMA FUEL ADJUSTMENTS

2 Q- What are the variable pro forma fuel adjustments TEP is proposing to make?

3

4

5

6

7

8

3.

4.

9

10

According to the Direct Testimony of David G. Hutchens, the variable pro forma

adjustments which affect fuel and purchased power costs are:

Customer Annualization,

Weather Normalization,

Short-term Sales Exclusion,

Unit Availability Normalization, and

5. Tri-State Purchases.

This testimony addresses the Short-Term Sales Exclusion.

11

12 Q- What is the Short-Term Sales Exclusion?

13

14

15

16

Short-term sales for resale are identified as sales that were generated from Company

system resources other than long-term sales for resale (e.g., multi-year sales to Salt River

Project and the Navajo Tribal Utility Authority that will continue well beyond the test-

year period) and are accounted for through TEP's jurisdictional allocation of costs

between the Arizona Corporation Commission ("Commission") and FERC TEP is

proposing the removal of both the revenues and the costs associated with these sales so

that the test year provides a more accurate base cost of generation for TEP's retail

customers. TEP is proposing the inclusion of short-tenn sales in the PPFAC subject to an

incentive adjustment.

17

18

19

20

21

22

23 Q- How does the Company propose to calculate the value of Short-Term sales?

24

25

26

A.

A.

A. TEP identified the Short-Term power sales for resale that came from TEP's generation

resources (other than long-term or multi-year sales) and then estimated the associated

generation fuel by using PROMOD software. PROMOD estimated fuel usage during a

2.

1.
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1

2

3

4

5

6

computer simulation run that simultaneously adjusts for the combined effects of all five of

the variable pro-forma fuel adjustment items listed above. To account for the adjustments,

the PROMOD software re-dispatches system generation resources (and also re-estimates

other procurement and trading activities) to find the least cost supply option. In 2007 TEP

transitioned to new software, Global Energy's EnterPrise 3.0 Planning and Risk module.

This new software may calculate adjustments differently than PROMOD used for the test

year.7

8

9

10

Q- Does EVA support the removal of the Short-Termactivity from the test year?

11

12

13

EVA does not believe the removal of the Short-Tenn sales and revenues from the test year

are necessary provided the PPFAC addresses annual variations in such sales. With respect

to the incentives proposed by the Company, this is discussed below in the discussion of

the PPFAC.

14

15 VI. FIXED PRO FORMA FUEL ADJUSTMENTS

Q- What are the fixed pro forma fuel adjustments TEP is proposing to make?16

17

18

19

20

21

According to the Direct Testimony of David G Hutchins, TEP is proposing four fixed pro

forma fuel adjustments. They are related to (1) Sundt coal costs, (2) San Juan coal costs,

(3) Navajo coal costs, and (4) wholesale trading activity.

Q- What adjustment is TEP proposing related to the Sundt coal costs?

22

23

TEP is proposing that Sundt coal costs be increased above 2006 test year costs because of

the significant increase since that time. Specifically, TEP is proposing an increase to 2007

levels.24

25

A.

A.

A.
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l Q- Do you think an increase to these levels is appropriate?

2 I agree that 2007 costs for Sundt are more representative of 2009 costs than 2006 costs.

3

4 Q-

5

6

7

8

9

Please explain why2007 costs are more representative.

At the time TEP entered into a [CONFIDENTIAL], coal prices had increased sharply.

As shown on Exhibit EVA-20, the price TEP paid was reasonably consistent with the

prompts market at the time. Since that time, prompt prices have fallen dramatically but by

the end of January 2008 had increased again. As a result, the use of 2007 costs should be

reasonably consistent with what TEP would be expected to pay in 2009.

10

11 Q- Why is TEP proposing an adjustment related to the San Juan coal costs?

12 TEP indicated that the costs of the underground mine are forecast to increase from the test

13 year.

14

15 Q- What is the adjustment being proposed by TEP?

16 TEP has proposed that the miner's forecast costs per ton in 2007 be used.

17

18 Q- Why were the 2007 forecast costs higher?

19

20

According to TEP, the increase in costs is due to poor roof conditions (and the costs

related thereto), higher steel costs, costs related to the new MH\]ER Act, and two longwa115

21 moves in one year.

A.

A.

A.

A.

Prompt market are the prices at which coal could be purchased for delivery widiin 120 days
In an underground coal mine, die condition of the roof affects the mineability of the coal. Poor roof conditions

require significant roof bolting and increase the likelihood of roof falls which delay production
Longwall refers to the primary piece of equipment in the San Juan underground mine. A longwall consists of a

shearer, which is a blade that moves back and forth across the face of the coal, a pan line which collects the coal after
the shearer passes, and hydraulic supports which hold up the roof while the coal is being mined

A.
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l Q~ Do you agree with TEP regarding the proposed adjustment?

2 No. It is not clear that the 2007 forecast numbers will be representative of future costs. In

3

4

5 [CONFIDENTIAL]

6

7

8

9

10

11

12
r
\

13

14

15

16

17

18

19

20

21

22

23

fact, it would be very disappointing if that were the case particularly given that the fairly

recent justification for the buyout of the surface mining agreements assumed prices of less

than per MMBtu from the new underground mine. The specific

reasons provided by TEP do not support an argument that 2009 costs will be similar to

2007 costs. For example, TEP indicated the higher 2007 costs were due to two longwall

moves in 2007. TEP indicated the longwall panels should last about ll months, therefore

two longwall moves in a single year should only occur infrequently and certainly not in

2009. Also, MINER Act compliance costs should not be that significant for a new mine

of this size in this location. As a new mine, there should be no issues related to prior seals

(as there are no old works being sealed off). Further, given this location, the mine would

already have had its own mine rescue teams. Another reason for higher costs in 2007

would be the expanded requirements for self rescuers. EVA has found in a number of

instances that these costs were expensed rather than capitalized. As a result, the year in

which they are expensed has atypically higher costs. Ultimately, for a mine of this size

MINER Act compliance costs should be less than $0.50 per ton on an on-going basis.

Third, the poor roof conditions may not be permanent. As shown in Exhibit EvA-2l,

labor productivity at this mine during its first three years of full operation was

considerably higher (better) than productivity in 2006 or year-to-date 2007. The data

suggest conditions may not be the same in all parts of the mine. Finally, the work force

for this mine was largely inexperienced underground miners. As the work force at this

mine gains experience, productivity should improve.

24

25

26

A.

l
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l Q. Why is TEP proposing an adjustment related to Navajo coal costs?

2

3

The Navajo plant is supplied under a long-term coal contract with Peabody Hom the

Kayenta mine. TEP indicated it believes the cost of coal firm the Kayenta mine is

4 forecasted to increase firm the test year.

5

6 Q- What adjustment is TEP proposing?

7

8

9

10

11

TEP is proposing that the adjustment be based upon the difference between the Operating

Agent's (i.e., Salt River Project) forecast of costs in 2007 versus test year numbers. TEP

cites the Five Year Price Review under the contract which provides for the re-basing of

several factors based upon actual costs. The factors established under this price review

would apply to contract prices over the 2007 to 201 l period.

12

13 Q- Do you agree with the adjustment and the methodology for the adjustment?

14

15

Yes, I agree that based upon the best available information the Navajo coal price will be

materially higher in 2009 than 2006 because of the price review.

16

What are the wholesale trading adjustments proposed by the Company?

19

The Company is seeldng to exclude the revenue and purchased power expense associated

with Wholesale Trading which the Company defines as sales that do not use TEP system

20 resources to generate.

21

22 Q- Please detail the fuel-related adjustments that are linked to the TEP wholesale

23

24 A.

25

department's activity?

For test year 2006, per Schedule C-2, the Cost of Service Methodology has a variable fuel

adjustment under the Shoat Term Sales Exclusion with revenues of $77.7 million and costs

26

A.

A.

A.

of $52.4 million (net profit of $25.3 million). The cost side includes both power
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1

2

3

4

5

6

7

8

purchases and natural gas purchases according to TEP testimony, while the revenue side is

power sales only. The activities under the Short Term Sales Exclusion are desirable

because they allow for optimization of the TEP generation system and lower the variable

cost of generation. A fixed fuel adjustment is also taken due to Wholesale Trading

activity with power sales of $106 million and power purchases of $104 million producing

a net profit of almost $2 million. In Schedule C-2, demand charges related to purchased

power total $30.6 million on an adjusted basis (sum of $13.7 million from test year 2006

plus $16.9 million to put Luna into rate base).

9

10 Q- Is the fixed Wholesale Trading Exclusion appropriate?

11

12

13

14

15

16

17

18

19

20

Not in the way it is currently proposed. It is customary for the benefit or loss of

Wholesale Trading to accrue to the shareholders when they are taldng the risk of a net

profit or net loss, although its removal increases the base cost of generation. However,

Wholesale Trading is being performed by personnel whose costs are being borne by TEP's

regulated operations. Consequently, allowing shareholders to retain all benefits from such

operations, when the cost of the personnel is being borne by retail ratepayers is not

equitable. EVA recommends until Wholesale Trading is performed by a separate legal

entity with its own staffing that 10 percent of any positive margin should be credited

against retail expenses. The specific recommended adjustments are discussed in the

testimony of Ralph C. Smith of Larkin ac Associates.

21

A.
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1 VII. IMPLEMENTATION COSTS REGULATORY ASSET RECOVERY

2 Q. What is Implementation Costs Regulatory Asset (ICRA) Recovery?

3

4

5

6

7

8

9

10

TEP is requesting recovery of certain costs, which it refers to as Implementation Costs

Regulatory Assets, it asserts it incurred as a result of directives from the Arizona

Corporation Commission. TEP includes in these costs certain payments it made to buy-out

two coal contracts that "had the Company not been under a rate freeze and expecting to go

to a market-based rate for generation (it) would have sought regulatory recovery of

these costs at the time the underlying agreements were negotiated." TEP is asking for

recovery because "customers benefit from these buyouts through the receipt of lower iii el

costs in their monthly electric bi1l."6

11

12 Q- Did you review the buyouts of these coal contracts?

13

14

Yes. TEP is proposing that the $11.3 million buyout of the Sundt coal contract and the

$15.4 million buyout of the San Juan contracts be recovered over a four-year period from

ratepayers beginning in 2009.15

16

17

18

19

Q- Please describe the Sundt Coal Contract buyout.

20

21

22

23

24

25

In August 2002, TEP and The Pittsburg & Midway Coal Mining Company ("P&M")

entered into a Coal Supply Agreement Buyout Agreement in which P&M agrees to accept

as payment in full $11.3 million for releasing TEP from an annual minimum purchase

requirement of 250,000 tons through 2015. The payment includes a release of TEP's

obligation to make any payments for coal not taken in 2002 which the parties estimated to

be worth $3.5 million. The preamble language states that "TEP has determined that it to

be to its economic advantage to pay for rather than to take coal and anticipates such may

be the case in the future."

A.

A.

A.

6 Testimony, Karen Kissinger, Page 6.
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1 Q- What is TEP's proposal in the ICRA?

2

3

4

5

TEP is proposing that it recover the fol] $11.3 million Nom customers over a four-year

amortization period beginning in 2009. As noted above, TEP's argument is that it would

have sought regulatory recovery for these costs in 2002 had it been eligible to do so. TEP

has also argued that the buyout was to the benefit of TEP's customers through 2015,

therefore they should fund it.

Q- Please describe the contract with P&M?

6

7

8

9

10

The contract with P&M dates back to June 1981.

11

Under the original coal supply

agreement, TEP was contracting with P&M for a seven-year, four-rnonth period for the

supply of all four Irvington units. TEP had intended to convert all four units at Irvington

to coal.12 The contract did not consider that the potential for a modification to the

13

14

conversion plan. Ultimately, only Unit #4 was converted which exposed TEP to a

substantial over-supply. Prior to the 2002 buyout, the agreement was formally amended

[CONFIDENTIAL].15

16

17

18

19

2 0

Q- Did P&M ship coal up until the buyout?

21

No. As shown in Exhibit EVA-22, only a modest amount of P&M coal was shipped

during the period 1998 through 2002. Most of the coal delivered to Sundt during this

period originated from the Foidel Creek Mines at a price substantially below that of the

McKinley contract coal. If the shortfall was valued at [CONFIDENTIAL].

22

23 Q~ What was the cost of coal to Sundt after the buyout?

24

25

As shown on Exhibit EVA-23, through 2006 TEP was able to secure coal for Sundt at

very low prices through 2006.

A.

A.

A.

A.

7 The Foidel Creek mine has had several owners .



Direct Testimony of Emily S. Medina
Docket Nos. E-01933A-07-0402 and E-01993A-05-0650
Page 30

1 Q-

2

If TEP and P&M had not negotiated a buyout agreement, would TEP have

purchased coal from P&M under the agreement during the period 2003 through

3

4

2006?

While there may have been non-economic reasons for such purchases, based upon TEP's

performance in the years 1998 through 2002 and the prices TEP paid for coal in 2003

through 2006, it is unlikely TEP would have purchased any contract coal from P&M

during this period. Note that the actual purchases of McKinley coal in 2004 and 2006

were on a spot basis.

5

6

7

8

9

10 Q.

11

If the buyout had not occurred and no contract coal would have been purchased,

what would the payments to P&M have been?

12 Assuming an annual payment of $3.5 million, the payments over the period 2002 through

2006 would have been $17.5 million.13

14

15

16

Q- Given a buyout cost of $11.3 million and avoided costs of $17.5 million, did TEP

incur lower or higher costs during the 2002 through 2006 as a result of the buyout?

TEP incurred lower costs during the 2002 through 2006 period.17

18

19

20

Q. What is the contemporaneous evidence as to why TEP did the buyout?

21

22

23

24

25

26

A.

A.

A.

A. TEP's description of the buy-out in its 2002 10-K is as follows:

In July 2002, TEP terminated the long-tenn coal supply contract for the

Irvington station. TEP incurred a pre-tax charge of $11 .3 million related to

the cost of terminating this contract. The termination fee relieves TEP of

up to $3.5 million in annual pre-tax rd<e-or-pay payments. TEP is currently

purchasing coal for Irvington under short-term contracts to take advantage of

favorable price opportunities. At this time, there is no concern for future
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1 coal availability for the life of thisstation.

2

3 Q-

4

Do you support TEP's proposal to recover the $11.3 million for this buyout

beginning in 2009?

5 No .

6

7 Q- Please summarize your reasons.

8 The initial contract with P&M was inadequate because it did not contemplate the

9

10

11

12

13

14

potential that the entire station would not be converted to coal. The primary reason the

contract continued past 2000 was this fundamental flaw in its initial construction.

TEP's contemporaneous reasons for the buyout were the immediate cost savings.

An analysis of fuel costs in the 2002 through 2006 period demonstrates that with

the buyout TEP had lower costs than without it. In other words, there would have been a

downward cost adjustment if TEP had applied for regulatory treatment in 2002 .

15

16 Q. Did you also review the request to recover TEP's share of the buyout costs of the San

17 Juan contract?

18 Yes.

19

20 Q, Please review the circumstances of this buyout.

21

22

The Coal Sales Agreement between San Juan Coal Company ("SJCC") and Public Service

Company of New Mexico ("PNM") and TEP, dated August 18, 1980, provided for the

23 supply of coal to the four-unit San Juan power plant from the adjacent reserves. The

24

25

26

A.

A.

A.

A.

2.

3.

1.

original term of the agreement was for 37 years unless extended by mutual agreement. The

agreement provided for good faith negotiations on an extension if notice was given to

SJCC by December 31, 2015. The agreement presumed coal recovery via area mining
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1

2

3

4

5

6

7

8

methods, Le., surface mining. The agreement was amended 11 times by the parties before

it was terminated and replaced with a new agreement in 2001. TEP indicated the reason

for the buyout was that the stripping ratios were increasing and the parties agreed that in

the long-run an underground coal mine utilizing longwall mining techniques would be a

more economic means of recovering the coal. This position is consistent with the press

release issued by The Broken Hill Proprietary Company Limited ("BHP") which stated

"I71e underground development will assure ire viability of the San Juan coal assets by

significantly reducing the cost of coal supplied to our customer, iN San Juan Generating

Station. "9

10

11 Q. What were the costs of the buyout?

12

13

14

15

16

17

The buyout of the Coal Sales Agreement provided for a payment to SJCC of

[CONFIDENTIAL] adjusted by the inflation index as of December 31, 2002. There was

a second buyout agreement as part of this transaction. There was a [CONFIDENTIAL]

million payment (also adjusted by the inflation index as of 12/31/02) to the San Juan

Transportation Company ("SJTC"). TEP indicated that the total buyout payment was

$77.8 million in December 2002 of which its 19.8 percent share was $15.4 million.

18

19 Q_ What regulatory treatment is TEP proposing?

20

21

TEP is proposing to amortize this payment over four years beginning in 2009 at the rate of

$3.5 million.

22

23 Q- What is the term of the new underground mine agreement?

24 The new agreement nuns through 2017, the same expiration of the original agreement, as

25 amended.

26

A.

A.

A.
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1 Q. Do you agree with TEP's proposal?

2

3

4

No. The payment was made in December 2002. The underground mine started operating

much earlier although 2002 was the first year in which underground mining tons exceeded

the million ton level. It appears that TEP began to experience the benefits of the

underground mine once the decision to go underground was made as shown in Exhibit

EVA-24.

5

6

7

8

9

10

Q~ What do you recommend?

11

The buyout cost should be spread over the full balance of the term of the agreement which

was 15 years, six years of which occurred before 2009. The recoverable cost per year

should be $1 .027 million per year.

12

13 VIII. PURCHASED POWER AND FUEL ADJUSTMENT CLAUSE ("PPFAC")

14 Q- How is the Company proposing to recover its fuel and purchased power costs?

1 5

1 6

1 7

The Company is proposing a purchased power and fuel adjustment clause as the

instrument to recover these costs because of the recent volatility in fuel and purchased

power costs.

1 8

1 9

2 0

Q- Do you support the implementation of a PPFAC?

21

22

A.

A.

B.

A. Yes, assuming an appropriate design. The standard three criteria supporting the

implementation of this type of mechanism are (1) costs are large, (2) costs are volatile, and

(3) costs are outside the control of the utility. Certainly, all dire are true for TEP.
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1 Q- What is the design proposed by TEP?

2

3

4

5

6

TEP is proposing to set the base cost of Mel and purchased power based upon a forecast of

2009 costs. A preliminary forecast was provided by TEP, however TEP indicated its

intent was to update this forecast during the current proceeding using the most current

information available. In 2009, the PPFAC would be set at zero. TEP has proposed a

mechanism for setting the PPFAC for 2010 and beyond.

7

8

9

10

Q- Do you agree with TEP's proposal that the PPFAC be set to zero for 2009?

No I agree with Ralph C. Smith of Larkin & Associates and Staff that the PPFAC should

become effective January I, 2009.

11

12 Q. What is the effect of this change on your prior testimony?

13 The 2006 test year fuel costs would not need to be updated for 2009 as the differences

would be accommodated through the PPFAC.14

15

16

17

18

19

20

If the Commission does not support this recommendation, do you agree with TEP's

proposal for updating its base cost of fuel and purchased power?

21

22

I agree that the best number for coal-related costs will be the one established closest to the

year for which it applies. However, I am concerned that by updating the 2009 number

during this proceeding, it might not receive the proper review. Therefore, I recommend

that upon the update of this coal number, it be reviewed before it is accepted.

23

24

Q. Do you have any specific recommendations regarding how TEP forecast's natural

gas and purchased power costs?

25

26

A.

A.

A.

A.

A. Yes. I recommend that the forward price curves for power and natural gas be based upon

the average of at least three, and no more than five, unaffiliated independent parties that
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1

2

3

4

are energy swap dealers, or energy brokers. TEP should provide clear documentation of

the sources of and values in the forward price curve. This practice will help ensure that the

forward price curve used in setting the base cost of fuel and power is an independent

representation of the forward market value on a particular date.

5

6 Q- Do you have any other comments regarding fuel and purchased power costs in the

PPFAC?7

8 Yes. It must be clear to TEP that it is only entitled to recoverprudently incurred costs and

9 that fuel and purchased power costs will be subject to periodic reviews for prudence. The

10 first review should be either the update of the 2009 fuel and purchased power numbers or

the 2009 PPFAC if the Commission elects to start the PPFAC January l, 2009.11

12

13

14

15

16

17

18

19

20

As noted elsewhere in this testimony, I do not believe that TEP currently provides

adequate documentation of its fuel and purchased power expense. Prior to the first

PPFAC review, TEP needs to materially improve its documentation such that there is

complete transparency with respect to all fuel and purchased power expenses, i.e., the

justifications for any new or amended purchase agreements, how prices under all

agreements were calculated, coal and rail contract performance during the applicable

period, hedging activities, and compliance with hedging protocols. Proposed

documentation provisions should be submitted to and approved by the Commission Staff.

21

22 Q~ How are the revenues from "short-term sales" treated?

23

24

25

TEP has proposed that 90 percent of short-term sales revenues be credited to the PPFAC.

TEP argues that by allowing TEP to keep a portion of the short-term sales revenue TEP

will be adequately incepted to optimize its excess resources in the wholesale market.

26

A.

A.
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1 Q- Do you agreewith TEP's proposal?

2 No. TEP is proposing that 90 percent of the revenues be credited, not 90 percent of the

3 margin. The effect of allocating 100 percent of the costs and 90 percent of the revenues is

4 to increase the cost of generation to ratepayers.

5

6 Q- Do you believe that TEP is due some incentive?

7

8

Not necessarily. As noted in the testimony of Ralph C. Smith of Larkin & Associates, an

incentive based upon TEP's margin was considered but rejected in part due to TEP's

assertions of how difficult it would to determine margin.9

10

11 Q-

12

The Company is proposing that the cost of credit be recoverable in the PPFAC. Do

you support the inclusion of these costs?

13

14

15

16

The cost of credit support is a real cost that the utility incurs to purchase power and natural

gas and TEP should be allowed to recover it in some way. The PPFAC is probably not the

best way to account for the cost of credit however. It is also important to be certain that

the cost of credit related to Wholesale Trading is not wrapped into the utility's cost of

Because Wholesale Trading is inside Tucson Electric Power and because17

18

19

20

21

credit.

UniSource Energy Corporation serves as the conduit for managing all credit exposure at

the master guarantee level, UNS Energy should be required to demonstrate that it has

clearly allocated the cost of credit between utility procurement and Wholesale Trading

activities, as well as between its other utilities and any other non-ACC jurisdictional

22 activities. Because TEP's ratepayers do not currently share in the profits/losses of

23 Wholesale Trading, ratepayers should not bear the costs related to Wholesale Trading.

24

A.

A..

A.
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l IX. OPERATING INCOME ADJUSTMENTS

2 Q-

3

What operating income adjustments are beingproposed by the Company that are

related to fuelexpense?

4

5

TEP is proposing a Renewable Resources adjustment which includes the removal of the

gains from the sale of emission allowances. (Direct Testimony of Dallas Dukes)

6

7 Q. What were TEP's gains from the sale of SO; emission allowances?

8

9

10

11

12

13

14

TEP has had significant pre-tax gains from the sale of excess allowances. According to its

2006 l0-K, TEP has excess emission allowances which it attributes primarily to the

scrubber upgrades on Springerville #1 and #2. TEP indicated that it sells a portion of its

excess and indicated that sales made in 2005 and 2006 yielded a total of about $28 million

of pre~tax gains. TEP indicated that the allowances allocated by the Environmental

Protection Agency have no book value for accounting purposes and may be sold if they

are not needed for operations. TEP records the sales of excess allowances as a reduction

15 of Other Operations and Maintenance expense on its Income Statement. TEP also notes

that it expects to sell an additional 20,000 emission allowances through 2009 and that TEP

17 may have to purchase allowances for future compliance in years 2011 and beyond due to

18 potential changes in legislation.

19

20 Q- What are S02 emission allowances?

21 Title W of the 1990 Amendments to the Clean Air Act also known as the Federal Acid

22

23

24

Rain Control Program was designed to reduce emissions of SON and nitrous oxide (NOt),

the two pollutants identified with acid rain. Under Title W, generators were labeled either

Phase I or Phase II plants. Phase I plants were of a certain size and had an SO; emission

25

16

26

A.

A.

A.

rate of 2.5 pounds per MMBtu or greater during the baseline period of 1985 to 1987. A11

units were affected by Phase II.
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1

2

3

Under each phase, utilities were allocated emission allowances based upon formula

contained in the legislation. Each allowance is the right to emit one ton of SON. At year

end, each utility must forfeit one allowance per ton of emissions generated throughout the

4 year. This legislation introduced the first cap and trade approach to clean air control. The

5

6

7

intent of a cap and trade program is to minimize compliance costs while achieving the

desired level of emissions. The ability to purchase or sell emission allowances was

designed to encourage the most efficient reductions.

8

9

10

11

12

13

A portion of emission allowances are withheld from each utility for the Environmental

Protection Agency (EPA) to sell at auction every March although the utilities receive the

proceeds from the sale of their allowances. The primary purpose of the withholding was

to help support trading which the legislators felt was essential for minimizing costs. Phase

went into effect January l, 1995, Phase II went into effect January 1, 2000.

14

15 Q- Has an active trading market of SO; emission allowances developed"

16 Yes. There is an active trading market, both physical and financial.

17

18 Q- Is it common for utilities to sell SO; emission allowances?

19 It is common for utilities to both buy and sell emission allowances depending upon their

20 particular circumstances.

22 Q Who does the S02 emission allowances belong to

23 A The SON emission allowances allocated by the EPA were provided at no cost to utilities

based upon their generation during the 1985 to 1987 baseline period and coal types. It is

my experience that the SO; emission allowances are commonly believed to be assets of

A.

A.

the party bearing responsibility for the costs incurred to own the generating asset. In a
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1

2

deregulated setting, for example, the emission allowances would be the property of the

shareholders. In a regulated setting, the emission allowances are the property of the

3 ratepayers .

4

5 Q- Does TEP propose that the PPFAC include gains from the future sale of S02emission

allowances?

N o .

6

7

8

9

10

11

Q- With the gains on the sale of S02 emission allowances deducted from the test year

and excluded from the PPFAC, what is TEP proposing to do with the S02 emission

allowance proceeds?

12

13

14

15

16

17

18

TEP is proposing to keep those benefits for its shareholders. Mr. DeConcini states in his

testimony that these "revenue gains are related to the risk the shareholder incurred in the

decision to build Unit 3, and dierefore are not shared with the customer." (emphasis

added) In other words, Mr. DeConcini is representing (1) that the excess SO; emission

allowances were a result of the scrubber upgrades on Springerville #1 and #2 and (2)

ratepayers are not entitled to them because the ratepayers did not bear the risk associated

with the development of Unit 3 which was the source of the money for the scrubber

upgrades.19

20

21 Q- Does the Company have a point?

22

23

24

25

26

A.

A.

A. No. First, Mr. DeConcini is misrepresenting the source of the excess emission

allowances. According to Mr. DeConcini's own testimony, scrubbers were built on the

Navajo units, on the San Juan units, and on Four Corners. (Pages 25-26, Direct Testimony

of Mr. DeConcini) The costs for all of these scrubber investments are included in TEP's

2006 test year base rates. Exhibit EVA-25 is a summary of the data provided by TEP
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1 which shows that the excess emission allowances were realized from these scrubber

2

3 [CONFIDENTIAL]

4

investments as well as the ones on Springerville. In fact, Springerville accounts for

of the excess emission allowances. The ratepayers are paying

directly (i.e., through rate base) for the scrubber investments at the jointly-owned plants.

5

6 Second,

7

8

9

10

11

12

13

Mr. DeConcini states in his testimony that "(t)he development of the

Springerville Expansion Project was accomplished through the UniSource Energy

Development Company ("UED"), a subsidiary of UniSource Energy. The development

period lasted approximately three years and UED made expenditures of approximately

$30 million." Mr. DeConcir1i neglects to mention that upon the financing of Unit 3 Tri-

State reimbursed UED for its development costs of Unit 3 and that UED received an $1 l

mill-ion development fee from Tri-State. The development fee presumably compensated

UED for the risk it assumed in developing Unit 3.8

14

15

16

17

18

19

20

21

Third, this position is inconsistent with other representations in Mr. DeConcini's

testimony about the benefits of Springerville Unit 3 to TEP's customers. Mr. DeConcini

states "(t)he upgrades to Units 1 and 2 included both the addition of pollution control

equipment and common facilities improvements. The environmental upgrades on Units l

and 2 allowed SON and NOt emissions to be reduced by approximately 75% and 50%

respectively." It is not clear how the customers are benefiting from the scrubbers if TEP is

proposing to retain the proceeds from the sale of the excess allowances which is the

benefit of the scrubbers.22

It is not known whether UED also received fees from Salt River Project in connection with Unit 4
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1 Q-

2

What was the contemporaneous evidence regarding who would benefit from the

environmental upgrades on Springerville 1 and 2?

3

4

5

6

7

8

In the Unisource Energy 2004 10-K filing, it states that "TEP expects to receive annual

pre-tax benefits of approximately $15 million in the form of cost savings, rental payments,

transmission revenues, and other fees. TEP will also benefit Hom upgraded emissions

controls for Units l and 2, totaling approximately $90 million, which will be paid for by

the Unit 3 project." In other words, there is no reservation of these benefits for UED or

any other in-regulated affiliate, such as Millennium.

9

10 Q. Are there any other inconsistencies in the Company's testimony?

11

12

13

14

15

Maybe. TEP is proposing carbon taxes be included in the PPFAC. It is not clear whether

this is an inconsistency or not as there are no federal or state carbon taxes to which the

Company is subject at this point. Presumably what TEP wants is automatic recovery of

these costs. Given carbon emissions, like SO; emissions, are tied to specific fuels, there

appears to be some inconsistency in this request.

16

17 Q- Are you saying you are against recovery of carbon taxes in the PPFAC?

18

19

No. I am saying it is premature to make an upfront determination of how these costs

should be handled when the regulatory approach has not been decided. At a minimum,

consideration of how to address carbon taxes should be left for consideration at the time20

21 such a tax is first imposed.

22

23 Q- What is your recommendation with respect to S02 emission allowances?

24

25

SO; emission allowances are like fuel. They are required to operate coal-fired power

plants. Further, the type of fuel burned affects the amount of SO; emission allowances

26

A.

A.

A.

A.

that need to be forfeited and/or are available for sale. As a result, annual differences in the
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1 amounts of SO; emission allowances (costs and benefits) Nom the normalized amounts

reflected in TEP's base rates should be addressed in the PPFAC.2

3

4 Q,

5

Are you also proposing that the proceeds that the Company receives from the EPA

from its annual auction of allowances flow through the PPFAC?

6 Yes.

7

8 Q- How do other utilities and utility commissions handle S02 emission allowances?

9

10

11

12

FERC Order 552 gave state regulatory authorities the right to determine the treatment of

gains or losses on sales of emission allowances. While a complete survey of regulatory

treatment has not been conducted as part of this effort, it is EVA's experience that

commissions have recognized the implicit relationship between SON emission allowances

13 and fuel expense.

14

15 Q- Can you provide specific examples?

16

17

18

19

20

21

Yes. In Georgia, the approved Electric Service Tariff Fuel Cost Recovery Schedule

(FCR-19) for Georgia Power states that fuel costs includes among other things the cost of

fuel includes the "retail portion of the gains resulting from the sale of any emission

allowances". In West Virginia, the recently reinstated Expanded Net Energy Charge

(ENEC) includes the cost of iiuel, purchased power, and "fuel handling and environmental

costs such as chemicals and the cost of emission allowance". Revenues fI'oI1'l

22

A.

A.

A.

"transmission service and emission allowance gains" flow through the ENEC.
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1 Q-

2

3

4

5

6

7

If the Company is allowed to retain the revenues from the sale of excess emission

allowances through 2009, do you think that the Company should then be allowed to

recover the costs of emission allowances in the future if the Company needs

additional allowances to support its generation, as the Company suggests it may?

No. The Company has indicated that additional allowances may be required in 2011 and

beyond. Therefore, any sale decisions should be made in the context of the cost of future

requirements.

8

9 Q- Do you have any other recommendations regarding S02 emission allowances?

10 Yes, I have two.

11

12

13

14

First, TEP does not consider SO; costs in dispatch, although it could. This is a mistake

and may be resulting in less than optimum dispatch of the coal units. TEP indicated that

the dispatch model could be so modified.

15

16

17

18

Currently, Millennium Environment Group, Inc. is handling the sale of excess emission

allowances. MEG is a wholly-owned subsidiary of Millennium Energy Holdings, Inc., an

in-regulated subsidiary of UniSource Energy. This function should be transferred to TEP.

19

20 x . MANAGEMENT RECOMMENDATIONS

21 Q- Could you please summarize your management recommendations?

22 The management recommendations are as follows:

23

24

25

A.

A.

A.

TEP should create a separate legal entity for Wholesale Trading transactions.

TEP must improve the level of documentation in all areas .

TEP should prepare a policies and procedures manual for coal procurement.
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1 •

2

3 •

4

5

6

TEP should improve its measurements of risk in order to comply with Company

policy regarding keeping risk at an "acceptable level."

TEP should consider revisions to its gas and power hedging policies such that

hedging is performed not only to reduce price volatility but to minimize costs .

TEP should eliminate any commercial duties from designated Risk Manager.

TEP should diversify the counterparties used for financial natural gas fixed price

7 swaps.

8

9 Q. Could you please explain your recommendation regarding the separate legal entity?

10

11

12

A separate legal entity for wholesale trading transactions will help to minimize actual or

appearances of conflicts of interest and address the cross-subsidization issues. Sometimes

there can be a grey area between what is best for the corporation and what is best for
z"

13 ratepayers.

14

15 Q- Could you please explain your recommendation regarding documentation?

16

17

In a regulated setting with the availability of full cost recovery through a PPFAC, full

documentation of all decisions is generally required. It is not known whether TEP fully

18 documented its fuel and purchased power costs prior to the Settlement Agreement. It is

19

20

certainly not the case today. This Ending appears across. all aspects of the fuel and

purchased power audit. Two examples are provided below.

21

22

23

24

25

A.

A.

In auditing the natural gas hedging program, it was difficult to determine whether TEP

was following its hedging protocol because TEP does not separate out the gas hedges

purchased for generation fuel from the gas hedges purchased to pair with heat rate

contracts that are being used to hedge purchased power. In auditing coal procurement,
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1 EVA determined that TEP did not document its decisions regarding the award of a

2 [CONFIDENTIAL] contract for Sundt.

3

4

5

6

An audit should not require heavy reliance on verbal interviews with TEP personnel to

explore their memories of any transaction. The standard to which TEP should strive is to

maintain documentation that is sufficient to allow an auditor to work fairly independently

7 in determining TEP's performance.

8

9 Q- Could you please explain your recommendation regarding the need to improve the

measurement of risk?10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Because there is no stochastic measured of the total amount of quantitative risk in the

power and fuels portfolio, TEP does not calculate the amount of risk it is accepting, and it

may vary month-to-month, year-to-year, and between commodities. It is inherently

difficult to measure the amount of risk between a purchased power and fuel supply that is

based on discrete block transactions (e.g., 50 MW of on-peak power) against a shaped

load curve that has many probabilistic outcomes. The Unisource Energy Corporation

Risk Control Policies Manual specifies that TEP must reduce risk to [CONFIDENTIAL].

At this time, TEP does not employ any of the three methodologies on rigorous and

frequent basis. (The stress test of earnings by the Finance Department would not qualify

as sufficient for this Best Practice.) TEP attempts to understand its risk in smaller discrete

pieces (e.g., by monthly on-peak and off-peak power buckets), but does not rigorously

measure the total amount of stochastic risk for any one month, nor for the total portfolio of

commodities over a longer time frame. While TEP marks-to-market external transactions

that will fluctuate in value over time as forward price curves change, TEP does not mark-

A.

9 A stochastic measure is time counterpart to a deterministic measure and takes into account the probability of
outcomes instead of only one possible 'reality' of how the process might evolve.
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1

2

to-market the value of its entire portfolio and sub-portfolios. Best practices require that all

positions are marked-to-market, for internal risk measurement purposes .

3

4

5

6

7

8

9

10

11

EVA recommends that TEP evaluate the cost of upgrading its "Position of Record"

software to one that includes general risk management capabilities, for instance from

OATI Web Trader to OATI Web Risk. EVA also recommends that TEP begin to manage

its portfolio and its risk according to Best Practices with the inclusion of VaR limits (or

Earnings-at-Risk limits) as well as the other two measures of risk recommended by the

Unisource Energy Corporation Risk Control Policies Manual. Managing risk according

to standard Best Practices should help lower the volatility of natural gas and purchased

power costs to ratepayers. This requires different software than TEP currently uses.

12

13 Q-

14

Could you please explain your recommendation regarding revisions to the gas and

power hedging policies?

15

16

17

18

19

In today's world of high, as well as volatile, natural gas and power prices, EVA would

recommend that TEP consider expanding its current hedging strategy for natural gas and

power, which is focused on reducing price volatility, to add a component that attempts to

reduce costs. EVA believes that unless the objective of cost minimization is specifically

added to TEP's hedging objectives, no structured effort is likely to occur.

20

21 Q. Could you please explain your recommendation regarding the Risk Manager?

22

23

24

At TEP, the same individual holds two titles: General Manager of Wholesale and

Customer Care and Risk Manager. This is a potential conflict of interest and the roles

should be separated. The role of the Middle Ofn¢e'° is defined as "review and oversight"

A.

A.

10 The typical risk management iukastructure requires that the Middle Office perform independent risk management
filnctions and oversight, while the Front Office executes transactions and the Back Office performs independent
accounting for the executed transactions.
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1

2

3

4

5

6

7

8

9

10

11

12

13

by the UniSource Energy Corporation Energy Risk Control Policies Manual and these

responsibilities are carried out by the Risk Manager, Risk Controller, and Credit Director,

and overseen by the Risk Management Committee. Also according to the policy, the Risk

Manager may reside in the Fuels & Wholesale Power Department while the two other

positions are required to reside outside of the Department. For TEP, the Risk Controller

and Credit Director are independent from the Wholesale Department and reside in the

Finance Department. Many of the Middle Office responsibilities are duplicated by the

Risk Manager and Risk Controller together, and the duplicative responsibilities are not

potentially the problematic ones. The responsibilities that concern me are specifically

those that are designated solely to the Risk Manager. One example in which the Risk

Manager's responsibilities may conflict with the commercial responsibilities relates to the

duties of position control. Responsibilities of the Risk Manager are specified in TEP 's

Energy Trading and System Optimization Control Policy - page 6 and include:

14

15 [CONFIDENTIAL]

16

17

18

19

Best practices require that those personnel who execute transactions and who have

oversight for commercial transactions should not also be responsible for valuing the

transactions, which fluctuate in mark-to-market value on a daily basis.
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1 Q.

2

Could you please explain your recommendation regarding diversification of

counterparties for financial swaps?

3

4 [CONFIDENTIAL] .

5

For test year 2006, all but three of the natural gas hedges were executed with

TEP noted that additional counterparties have been added since the

audit period since new ISDA" agreements have been negotiated.

6

7 XI. ALTERNATIVE REGULATORY SCENARIOS

8 Q. TEP has proposed three regulatory scenarios. Does your testimony apply to all

9 three?

10

11

12

13

14

15

No. This testimony focused on Cost of Service. Fuel and purchased power costs are not

particularly relevant in the pure market scenario. In the hybrid case, the primary issues

related to fuel and purchased power are the inadequate level of documentation which in a

hybrid situation is untenable for regulatory purposes and the need for considerable

duplication of functions in order to insure the integrity of the purchases for the regulated

assets and for customers. TEP did not adequately address these mechanics in its proposal.

16

17

A.

A.

11 International Swap Dealers Association, Inc. - ISDA is a global trade association for over-the-counter derivatives
and maintains industry-standard documentation for master agreements under which bilateral financial transactions are
typically conducted.

I



Exhibit EVA-1. RESUME OF EMILY s. MEDINE

EDUCATIONAL BACKGROUND

M.P.A.

B .A.

Woodrow Wilson School of Public and International Affairs, Princeton
University, 1978
Geography, Clark University, 1976 (magna cum laude, Phi Beta Kappa)

PROFESSIONAL EXPERIENCE

Current Position

Emily Medine, a Principal, has been with Energy Ventures Analysis since 1987. Her experience includes
banlquptcy support, market strategy development, file] procurement audits, fuel procurement, acquisition
and investment analyses, strategic studies and forecasting. She has also provided expert testimony on
utility fuel procurement practices. The types of projects in which she is involved are described below:

Fuel Procurement A units

G

Manages and performs fuel procurement audits on behalf of regulatory commissions, utility
management, and third-party interveners. She has performed over 20 audits of utilities regulated
by the Public Utilities Commission of Ohio and testified in a number of proceedings. She also
managed two major audits of the fuel procurement practices of PacifiCorp. In 2005, Ms. Medine
performed a management/performance audit of the Fuel and Purchased Power costs of the
Cincinnati Gas & Electric Company. On behalf of the Consumer Advocate of the State of West
Virginia Ms. Medine audited Appalachian Power fuel procurement costs in 2006 and 2007 and
Monongahela Power in 2007.

Fuel Procurement
Develops and implements fuel procurement strategies for utilities and independent power
projects. Fuel procurement assistance has ranged from determining an appropriate contract/spot
mix to soliciting bids and negotiating purchase agreements. Ms. Medine has negotiated Mel
supply agreements for three qualifying facilities (QF's) and has worked on fuel supply
arrangements for a number of other plants. Ms. Medine is an advisor to Nova Scotia Power on its
fuel procurement activities. Ms. Medine is currently developing the fuel procurement strategy for
a new solid-fUel power plant on the Great Lakes.

Forecasting
Develops forecasts of coal demand and prices for alternative coal types and market segments
These forecasts are provided to individual clients and are documented in various COALCAST
reports including the regional reports and the Long-Term Regional Coal Price Forecast reports



Acquisition and Investment
Ms. Medine was the agent for Lexington Coal Company in the sale of its assets in Indiana and
Illinois. As part of this engagement, Ms. Medine was responsible for the sale of three mines to
Peabody Energy. Ms. Medine also routinely evaluates the economics of potential projects or
acquisitions for producers, developers, and industrials. For coal projects, this includes market
and financial forecasts. Ms. Medine completed the sale of six idle mine assets and various other
properties.

Bankruptcy Support
Ms. Medine was an advisor to the Horizon Natural Resource companies which operated as a
debtor-in-possession in the development of a plan to accomplish reclamation on all permits not
sold and transferred as. part of the plan of reorganization. For a period of 15 months, Ms. Medine
served as Executive Vice President of Centennial Resources, Inc., a debtor-in-possession, as part
of EVA's contract to manage this company post-petition. In this capacity, she managed the day-
to-day operations of the company as well as serving as the liaison between the company, state and
county regulatory agencies, the banlomptcy court, and the lenders. This assignment ended upon
the filing of Centennial's plan of reorganization. Ms. Medina had also served as the advisor to
secured lenders in another coal industry bankruptcy. In this capacity, she reviewed and
developed independent financial forecasts and operating plans of the debtor-in-possession.

Market Strategy Development
Assists clients in the development of marketing strategies on behalf of coal suppliers and
transporters. She has helped to identify the high value markets and strategies for obtaining these
accounts.

Expert Testimony
Prepares analyses and testimony in support of clients involved in regulatory and legal
proceedings. Provides testimony in commission hearings on foe] procurement issues and
arbitration proceedings on contract disputes.

Prior Experience

Prior to joining EVA, Ms. Medine held various positions at CONSOL including Assistant District Sales
Manager ._ Chicago Sales Office and Strategic Studies Coordinator. Prior to CONSOL, Ms. Medine was
a Project Manager at Energy and Environmental Analysis, Inc. where she directed two large government
studies. For the Environmental Protection Agency, Ms. Medine directed an evaluation of the energy,
environmental and economic impacts of New Source Performance Standards on Industrial Boilers. For
the Department of Energy, Ms. Medine directed an evaluation of the financial impacts of requiring
utilities with coal capable boilers to reconvert to coal. Ms. Medine worked as a Research Assistant at
Brookhaven National Laboratory while she attended graduate school.



Plant Name
Nameplate
Capacity

Generation
Technology

Iprimary
Fuel
Type State

ln-
Sewice

Year
Ownership
Percentage

Ownership
MW Coal MW

DeMoss Petrie CT 2
Four Corners
Luna Energy Facility
Navajo
North Loop
San Juan
Springerville
SpringewillelTucson
Solar
Sundt

Sundt CT

85.0
2,269.6

650.0
2,409.3

107.8
1,848.0

849.6
5.1

504.5

54.0

Combustion Turbine
Steam Turbine: Boiler
Combined Cycle
Steam Turbine: Boiler
Combustion Turbine
Steam Turbine: Boiler
Steam Turbine: Boiler
Solar: Photovoltaic

Steam Turbine: Boiler

Combustion Turbine

Gas
Coal
Gas
Coal
Gas
Coal
Coal

Solar
Gas 1-3,
Coal in 4

Gas

AZ
NM
NM
AZ
AZ
NM
Az

AZ

AZ
AZ

2001
1963
2006
1974
1972
1973
1985

2001

1958
1972

100.0
5.1

33.3
7_5

100.0
20.0

100.0

100.0

100.0
100.0

a5.0
114.6
216.6
180.7
107.8
369.0
849.6

5.1

504.5
54.0

114.6

180.7

369.0
849.6

110.0

TOTAL TEP 8,782.9 2,487.0 1 ,624.0

Exhibit EVA-2. TEP GENERATING ASSETS

Exhibit EVA-3. TEP WHOLESALE ENERGY AND UNS GAS, APRIL 2007

Note: Plants in Boldare not operated byTEP
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Average Cost per MMBtu
Consumed

Percentage of Total Btu
Consumed

2006 2005 2004 2006 2005 20o4
Coal
Gas
All Fuels

1.69
7.03
2.03

1.69
8.09
1.93

1.57
6.75
1.79

94%
6%

100%

96%
4%

100%

96%
4%

100%

Plant Mine Basin State
Navajo Kayenta Black Mesa Arizona
San Juan San Juan San Juan New Mexico
Four Corners Navajo San Juan New Mexico
Springewille Lee Ranch San Juan New Mexico

Sundt
McKinley/
Colowyo

San Juan/
Colorado

New Mexico/
Rockies

Exhibit EVA-4. TEP GENERATION BY FUEL TYPE

Source: TEP, Form 10-K

Exhibit EVA-5. TEP COAL SUPPLY
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10,919 . .
10,476 10,50910,177

10,070

T i
._ v .__._

4
>'W 1

Plant Unit
Hours Percent

2005 2006 AMos. 2007 2005 2006 AMos. 2007

Navajo 1
2
3

174
403
359

22
890
153

16
290

82

2.0%
4.6%
4,1%

0.3%
10.2%

1.8%

0.1%
2.5%
0.7%

San Juan 1
2

629
474

589
287

432
557

7.2%
5.4%

6.7%
3.3%

3.7%
4.8%

Four Corners 4
5

583
911

459
581

231
1,122

6.7%
10.4%

5.3%
6.7%

2.0%
9.6%

Springewille 1
2

412
674

226
654

300
14

4.7%
7.7%

2.6%
7.5%

2.6%
0.1%

Sundt 4 208 250 271 2.4% 2.9% 2.3%

Exhibit EVA-17. 2006 ANNUAL HEAT RATES FOR WSCC PLANTS

20.000

.000

.000

14.000

.000

E
510.000

.000

.000

4.000

.000

Exhibit EVA-18. FORCED OUTAGE HISTORY AT TEP PLANTS
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Exhibit EVA-19.
($/kwh)

2006 COAL COSTS AT SELECTED PLANTS IN SOUTHWEST

0.030

0.025

0.020

0.015

0.010

0.005

I

Navajo Four Corners Four Corners
4-5 1-3

Cholla Mohave Sundt Springerville San Juan

Source: FERC Pom 1 filings for TEP (Navajo, Sundt, Springerville and San Juan), Arizona Public Service
(Four Comers 4-5, Four Comersl~3, and Cholla), and Souther California Edison (Mohave).



2003 Y 2004 Y 2005 Y 2006 Y 2007 QS 2007 Q2 2007 QS
Coal Production - Total (tons) 5,890,246 7,685,041 7,905.477 6,993,143 1,201,478 2,573 765 1,177,618
Production per Employee Hr(Uhr) 12.18 12.56 11.82 9.49 7.62 15.13 6.85
No. Employees - Total 239 295 296 302 305 305 315
Mine Employee - Hours 483,534 611,870 668,660 736,553 157,596 170,135 171 934

Year Supplier Mine Tons $/Ton Btu/Ib $lMMBtu Shortfall
Payment to P&M

@ $14ITon*
1998 P&M

Cyprus
McKinley
Foidel Creek

10,500
197.300

55.25
44.71

9.553
11,271

2.89
1.98

239,500 3,353,000

1999 P&M
Cyprus

McKinley
Foidel Creek

19.900
270,100

56.75
44.04

10,195
11,316

2.78
1.95

230,100 3,221,400

2000 P&M
RAG

McKinley
Foidel Creek 302,700 43.17 11,311 1.91

250,000 3,500,000

2001 P&M
RAG

McKinley
Foidel Creek

71,600
267,300

58.80
39.76

10,081
11,287

2.92
1.76

178,400 2,497,600

2002 P&M
RAG

McKinley
Foidel Creek 318,100 41.99 11,440 1.84

250,000 3,500,000

Year Supplier Mine Tons $/Ton Btu/lb $/MMBtu
2003 RAG Foidel Creek 267,470 34.69 11,341 1.53

2004 Peabody
P&M

Foidel Creek
McKinley

228,340
74,040

37.02
43.58

11,434
9,916

1.62
2.20

2005 Peabody
P&M

Foidel Creek
McKinley

311,792
76,440

37.71
43.86

1 t,148
9,919

1.69
2.21

2006 Peabody
P&M

Foidel Creek
McKinley

196,970
164,000

40.77
42.80

11,152
10,675

1.83
2.00

2007 (8 Mos.) Rio Tinto Colo o 236,667 69.57 10,286 3.38

Exhibit EVA-20. PROMPT PRICES FOR COLORADO COAL

[CONFIDENTIAL]

Exhibit EVA-21. SAN JUAN UNDERGROUND MINE PRODUCTION

Source: MSHA

Exhibit EVA-22. COAL SHIPMENTS TO SUNDT, 1998-2002

" Estimated payments

Source: FERC Form 423

Exhibit EVA-23. COAL SHIPMENTS TO SUNDT, 2003-August 2007

Source; FERCForm 423



Tons 000 Btu/lb $/Ton $IMMBtu
1998
1999
2000
2001
2002
2003
2004
2005
2006

2007 (8 Mos

6,847
6,623
6,401
6,600
6,809
6.443
6,979
6,372
6,960
4,602

9,270
9,303
9,364
9,550
9.789
9,550
9.598
9,719
9,759
9,739

30.36
32.33
31.73
35.61
33.30
34.19
33.35
34.76
35.71
40.85

1.64
1.74
1.69
1.86
1.70
1.77
1.74
1.79
1.83
2.10

Exhibit EVA-25. TEP EMISSION ALLOWANCES vs. FORECAST EMISSIONS

Source: FERC Form 423

Exhibit EVA-24. COAL SHIPMENTS TO SAN JUAN

[CONFIDENTIAL]
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EXECUTIVE SUMMARY
TUCSON ELECTRIC POWER COMPANY

DOCKET nos. E-01993A-07-0402 AND E-01993A-05-0650

The direct testimony of W. Michael Lewis of WMLA, Inc. provides the results of

engineering investigations of Tucson Electric Power Company ("TEP" or "Company") as

authorized by the Arizona Corporation Commission ("ACC") pursuant to requests of the

ACC Staff. In addition to reviews and analyses of the Company's Application and other

information and publications related to the Company, engineering investigations were

performed which included field inspections of selected Company facilities in and around

the Tucson area. These investigations were undertaken and a report prepared by Mr.

Lewis and Kenneth C. Strobl of Technical Associates, Inc. The inspections of TEP

facilities were performed by Messrs. Lewis and Strobe, along with Mr. Prey Bahl of the

ACC Staff, and included discussions with TEP technical and system operations

personnel. Data requests as to Company's basis for claimed distribution indices, and as

to its maintenance practices and design standards were prepared and provided to

Company. Conclusions and recommendations set forth in the direct testimony are based

on the evaluation of Company's responses and on the observations during the field

investigations.

The major elements of the investigations focused on TEP's service quality,

distribution system reliability indices, and the maintenance and operation of selected

generation, transmission, and distribution facilities currently in service and under

construction. These facilities included Sundt Station and its associated substation, the

Company's main control facility located at Sundt, the Emergency Control Facility located

at the Vail substation and that subStation's facilities, several distribution substations and

distribution overhead lines, and the Pinal West substation currently under consMction.

These investigations and the concurrent discussions with Company personnel provided

some introspection and understanding of the Company's installations and operations of

its electrical network assets in Arizona. The topics and issues in this engineering

investigation are not addressed in a totally comprehensive manner since each of the



topics and issues would in and of themselves require a substantial amount of work to

comprehensively investigate them.

Based upon our observations of the operations, planning, and maintenance of the

TEP's electric system, and our review of various documentations, our overall conclusion

is that the Company's system has been operated and maintained in accordance with

Prudent Utility Practice. Accordingly, to continue to enhance TEP's current standard of

service, TEP should continue to evaluate owned or leased generation capacity compared

to reliance on purchased power, establish a program of periodic distribution circuit

measurements to address the potential for the negative effects of harmonic distortions,

continue the current program of power factor correction, and should not undertake further

extensions of the 46 KV system and develop a long range plan to convert this 46 KV

system to 138 KV..

t
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Direct Testimony of W. Michael Lewis
Docket Nos. E-01933A-07-0402 and E-01933A-05-0650
Page 1

1 1. INTRODUCTION

2 Q- Please state your name and address.

3 My business address is 934 Valley Street,

4

My name is William Michael Lewis.

Wheelersburg, Ohio 45694

5

6 Q- What is your present employment?

7 I am employed by the firm of W. M. Lewis and Associates, Inc. ("WML&A"). I am the

President of the firm.8

9

10 Q- Please describe the nature of the firm.

11

12

13

14

WML&A is a Consulting Engineering firm which provides various engineering services,

primarily in areas of electrical power and electric utility operation, to a range of clients

including investor-owned electric utilities, municipal utilities, international investment

organizations, and regulatory bodies. The firm was established in 1958.

15

16 Q- Please describe your background, education, and experience.

17

18

19

20

21

22

23

24

25

26

A.

A.

A.

A. I have been employed by WML&A since 1979. Prior employment was with Goodyear

Atomic Corp. and Westinghouse Electric. Positions that I have held at WML&A include

Sr. Engineer, Manager of Engineering, Vice-President, and President. I hold a BSEE

degree from Ohio State University and an MBA from Ohio University. For the past 15

years, much of my work has involved foreign assignments on behalf of the Asian

Development Bank and World Bank in project post-evaluation, feasibility studies, and

reviews of operation and maintenance of various generating stations, urban and rural

transmission and distribution systems, and utility management. Additional tasks included

the design of facilities and preparation of agreements for the interconnection of utilities,

preparing operating agreements between utilities and independent power producers, and



Direct Testimony of W. Michael Lewis
Docket Nos. E-01933A-07-0402 and E-01933A-05-0_50
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1

3

various tasks related to the privatization of electric utilities in the South Asian area.

Additional aspects of my experience and education are presented in my resume which is

attached to this testimony as Attachment l.

4

5 Q- Are you filing direct testimony on behalf of Staff?

6 Yes.

8 Q~ What is the nature of your testimony in this proceeding?

9

10

11

12

13

My testimony describes and presents evaluations, observations and recommendations

regarding the above captioned matter to the Arizona Corporation Commission (".ACC" or

"Conlmission") and the ACC Staff pursuant to investigations contemplated by the Work

Element 3.1.7, Engineering Analysis, in the RFP issued August 6, 2007 in the above

captioned proceedings.

14

15 Q- What was the major component of your evaluation?

16

17

18

19

20

Consistent with the authorization and in concert with ACC Staff direction, a major

component of the investigation was the field inspections of Tucson Electric Power

Company ("TEP" or "Company") facilities in die Tucson area. Field inspections were

made on January 5, 2008 (unaccompanied) and on January 7 and 8, 2008 accompanied by

ACC Staff and TEP personnel.

21

22 Q- Who participated in the field investigations with you?

23 I performed the field inspection on January 5. The subsequent inspections included

24

25

2

7

A.

A.

A.

A.

myself; Mr. Pram Ball of the Staff, and Kenneth Stroll, P.E. of the Finn of Technical

Associates, Inc. Mr. Strobl also contributed to the preparation of this testimony.
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1 Q-

2

3

4

5

6

7

8

9

10

11

12

13

Please describe the major elements of your investigations.

Major elements of our investigation focus on TEP's service quality, distribution system

indices, and the operations of selected generation, transmission, and distribution facilities

currently in service and under construction. The field inspections included discussions

with TEP engineering and other technical personnel, as well as control room and shift

operators who monitor and operate the Company's generation assets and its electrical

transmission and distribution network assets. In anticipation of, and in conjunction with,

these activities, we also reviewed portions of TEP's refiled Application and testimony in

this case, as well as public documents such as Federal Energy Regulatory Commission

("FERC") Form 1 and transmission studies of the TEP system. Additionally,

Consultant prepared data requests to the Company, the bulk of which addressed service

quality and the distribution system indices. Upon review of responses and discussions

with TEP and Staff personnel, follow-up data requests were prepared and submitted to

14 TEP as well.

15

16 Q. What were the impacts of these efforts?

17

18

19

20

21

22

23

24

25

A.

A. The field inspections, the discussions with TEP personnel, the reviews of TEP-tiled

documentation in this case and public documents and the discussions with ACC Staff

provided some introspection and understanding of the Company's installations and

operations of its electrical network assets in Arizona. Accordingly, the remainder of this

testimony discusses these observations and evaluations, and provides recommendations to

the ACC Staff regarding the general, and in some instances specific, operations of the TEP

electric network assets. This testimony also contains our comments regarding the TEP

personnel we met in our field visits that are charged with ensuring that system operations

are safe, reliable, and meet the electrical service needs of TEP's customers.

the

I
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I Q, What considerations are addressed in your testimony?

2

3

The considerations expressed in this testimony address, at least to some extent, the

following general topics and issuesl

4

5 Quality of Service/Distribution Indices the operational quality and service

6 performance satisfaction provided to TEP's customers, including power quality

7 complaints.

8

9 Generation Indices/Eq.uivalent Availability Factor the generation plant reliability and

10 availability, taldng into' account schedules and forced outages and De-ratings .

11

12 Facility Integration and System Operations --- the plant and equipment in-service, (or

under construction or installation) and their integrated operations and maintenance.13

14

15 Coordination Plans and Implementation Methods the network systems oversight and

16
\

17

Management consistent with system operations, monitoring, and planning, and Emergency

Operations Center functions.

18

19 Distribution Voltage Support the handling of VAR supply through substation

20 capacitance and Static VAR Compensator equipment.

21

22 Distribution System Expansion the considerations associated with installation of new

23 feeders versus extension of old feeders, and the expansion of the 46 KV system.

24

25 Transmission--- the considerations regarding transmission lines and substations, including

26

A.

Palo Verde Interconnect Project under construction (Penal West substation).



10 Q.

11

12

2

4

3

1

5

6

7

8

9

Direct Testimony of W. Michael Lewis
Docket Nos. E-01933A-07-0402 and E-01933A-05-0650
Page 5

Q-

Power Oualitv Management

Distortion considerations and complaint investigations .

Are these topics and issues addressed herein?

Yes, the above topics and issues are addressed in this testimony, although not in a totally

comprehensive manner given the time, resources and intent of this project. Clearly, each

of the topics and issues in and of themselves would require a substantial amount of work

to comprehensively investigate.

What isyour general perspective of the operations and utilization of the Company's

assets?

the reliability of the 13.8 KV system, the Harmonic

13

14

15

16

17

18

The general perspective on the Company's plant-in-service electric assets and their

operation is that they are effectively utilized and maintained. These observations include

considerations of construction, replacements, and the maintenance and testing of plant and

equipment to ensure quality of service presently and for the near-term. Moreover, we

have concluded that TEP system operating practices (that we observed), including its

preventive maintenance planning with software support, as well as the technical

competence of their personnel are of an acceptable level and of high quality.

19

20 11. WORK EFFORT AND EVALUATIONS

21 Q- Please describe the sequence of your evaluations.

22

23

24

We initiated our work effort with reviews and analyses of the Company's Application and

certain filed testimony in this proceeding. Specifically, the documents consisted of TEP's

Application, and the retiled testimonies and accompanying exhibits and work papers of

Messrs. DeConcini, Katerra, and Rose. These testimonies addressed issues regarding25

A.

A.

A.
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1

2

3

service quality, customer service, maintenance practice, transmission and distribution

plant in service, and generation assets. To supplement the information in TEP's

Application and retiled testimony, we reviewed the Company's Annual Reports, FERC

Form is and the ACC Fourth Biennial Transmission Assessment-2006-2015 study. The4

5 latter addresses the current and near-terrn status of electric transmission network capacity

in Arizona and their functional interconnections with systems outside of Arizona.6

7

8 Q. Please continue.

9

10

11

12

13

14

15

Additional information and analyses were acquired through reviews of TEP's responses to

data requests issued by the ACC Stafirnost netablyACC Staff Set Nos. 9, 12, and 15.

For example, many of the data requests in ACC Staff Set Nos. 9, 12, and 15 addressed the

Company's calculations and claims regarding its electric service reliability and quality,

specifically with respect to evaluations of Customer Average Interruption Duration Index

("CAIDI"), System Average Interruption Duration Index ("SAIDI") and System Average

Interruption Frequency Index ("SAIFI").

16

17 111. RELIABILITY AND QUALITY OF SERVICE/DISTRIBUTION

INDICES18

19 Q- How would you describe TEP's distribution system?

20

21

22

23

24

A.

A. TEP's distribution system consists of about 2,631 circuit miles of overhead primary and

about 4,201 cable-miles of underground cable. Distribution is facilitated by 101

substations with a combined installed transformer capacity of about 6,739 MVA. Given

that the 2006 annual summer peak system demand was about 2,365 MW, the distribution

system has sufficient substation capacity to supply peak loading during periods when
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1

2

some distribution substation capacity could be curtailed for reasons of maintenance,

equipment failures, or transfer of load.

3

4 Q- How did you evaluate the service reliability of TEP?

5

6

7

As stated above, the service reliability can be evaluated by customer outage frequency and

outage duration and quality by considerations of voltage level maintenance and voltage

harmonic quality. These considerations are evaluated and discussed as follows:

8

9 Service reliability is indicated by evaluation of the values of the system's annual CAIDI,

10 SAIDI, and SAIFI. These indices are generally recognized by the electric power industry

11

12

13

14

15

as indicative of over-all system reliability and are codified by IEEE Standard 1366-1998.

In pre-filed direct testimony for the Company, Mr. DeConcini stated (at page 6, lines 3-

12 of his Direct Testimony) that TEP's 2005 SAIFI was 0.95 and for 2006, 1.25. Further,

that TEP's CAIDI was 83.5 and 85.2 for 2005 and 2006, respectively. Mr. DeConcini

stated that the 2005 SAIFI for TEP would be a 151. quartile position while the 2006 result

would be in the 2I'ld quartile. For the CAIDI results, both years would fall into the 1st16

17 qual'tile_

18

19 Q- Do you agree with Mr. DeConcini's statement?

20

21

22

The reported industry median value for SAIFI is 1.10, and for CAIDI 1.36. Based upon

the reported values, it would appear that Mr. DeConcini's conclusions are correct.

Considering these, it appears that TEP's distribution system can be considered as reliable

23 in comparison to the utility industry as a whole. Also, since CAIDI SAID]/SAJZFI,

24

25

26

A.

A.

SAIDI can be calculated from the values provided for 2006 as equal to 1.25 x 85.2 = 1.06.

The reported median for SAIDI is 1.50 indicating that with respect to all three indices,

TEP is among the top quartiles.
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Page 8

1 Q- What additional evaluations did you perform concerning these indices?

2

3

4

5

6

By Data Request PB12.1, we requested verification of these indices and were provided

values for the three indices for 2005 and 2006. The values provided in response did not

agree with those of Mr. DeConcini's testimony and represented an improvement in TEP

performance. The 2006 value for SAIFI was given as 1.168 as compared to the 1.250 in

testimony and the CAIDI had changed from 85.20 to 90.62 with a corresponding SAIDI of

7 105.85.

8

9 Q- Did this changeyour opinion of TEP's performance?

10 »A.

11

12

13

14

15

16

17

18

19

20

21

While these newer values would not~change» our opinion of TEP's performance, we filed,

an additional data request (18th Set) requesting a reconciliation of the values provided with

those in testimony. TEP responded that the values in Mr. DeConcini's filed testimony

were based upon a three-minute threshold while the responses to Data Request PB-12.1

were based on a five-minute threshold. In fact, IEEE also recognizes another similar

reliability index, "MAIFI" which is "Momentary Average Interruption Frequency Index".

This index considers interruption of less than five minutes duration and would have a

corresponding threshold of less than five minutes. However, this is rarely reported as

these interruptions are typically restored by automatic means without maintenance

response. We would not expect TEP to use less than a five minute threshold. Given the

Company's explanation for the differing valuesmd comparing the two, we accept the data

for the various indices as contained in the response to the twelfth set of data requests and

maintain our conclusion that the Company's reliability for 2005 and 2006 exceeds the22

23 median utility performance.

A.

4
\



Direct Testimony of W. Michael Lewis
Docket Nos. E-01933A-07-0402 and E-01933A-05-0650
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1 Q- Please continue.

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

In support of the reported values, TEP provided a listing of circuit outages for Calendar

Year ("CY") 2005 and 2006, including the duration of each outage on a five-minute

threshold and the number of customers affected. We reviewed this listing primarily to

determine if there were a significant number of outages for which the cause was stated as

"unknown" and to see if that particular circuit appeared to have repeated outages during

the two years for which data was provided. Our review indicated that there were two

incidents of "unknown" cause in CY 2005, one such incident in CY 2006, and two in CY

2007 thru September. None of the five incidents appeared to occur on the same circuits. In

response to these incidences, Company maintenance personnel patrolled the lines, which

we believe is proper. Further review of the supplied outage data indicated to us that the

predominant cause of customer interruptions was due to damaged equipment (mainly

poles) by others and equipment failures. Durations appeared to be very reasonable for the

individual causes ranging from less than 60 minutes for minor damage or weather effects

to eight hours for cable replacements. The data provided indicates that TEP has provided

sufficient maintenance personnel, properly equipped to perform necessary repairs within

reasonable time Haines for the given outage causes.17

18

19 Q- What other aspects of TEP's distribution reliability did you evaluate?

20

21

22

23

24

Also included in the above-cited 18th Set of Data Requests was an inquiry as to what were

the four worst performing feeder circuits based upon the number of lockout operations .in

CY 2005 and 2006 and based upon the duration of outages. A review of the data provided

in response indicates that none of the four feeders having the highest number of lockouts

in CY 2005 were on the corresponding listing for CY 2006. We take that to imply that

corrective measures applied were effective as the predominant cause for the lockouts was25

26

A.

A.

listed as "wind, rain, weather," where corrective actions included the setting of new poles
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l Q- Do you consider this program effective?

2

3

Yes. It appears that this program of monitoring feeder power factor, determining the

capacity of correction needed, and installation of additional capacitors has been successthl

and will be continued.4

5

6 Q. Is TEP considering additional methods of VAR supply?

7 Yes. In addition to the on-going installation of capacitor banks as described above, TEP is

8

9

10

11

12

currently moving to install a Static Vat Compensator ("SVC") at the 138 KV level at the

Northeast substation. Harmonic performance studies have been submitted by the vendor

(ABB Power Technologies) for a +200/-75 MVAR unit. This unit will provide reactive

compensation at the 138 KV level and can provide variable levels of compensation to a

much greater extent than combinations of fixed and switched capacitor banks. The current

schedule for the in-service date of the SVC is late summer of 2008. This is a needed and13

14

15

economical addition to the system which should provide for reduced losses and added

voltage stability during peak loading. The addition of this SVC and continued capacitor

bank additions as needed in the distribution substations and on feeder circuits can also16

17 eliminate the current need to run local generation merely to provide VARs for system

18 voltage support.

19

20 IV. GENERATION AVAILABILITY

21 Q- What was the status of TEP's generation at the time of your evaluations?

22 Table A to this report lists TEP's generating assets, the respective portions owned and

23 leased, and TEP's Megawatt (MW) share of the capacities of the generating stations. As

24

25

A.

A.

A.

shown in Table A, at the end of 2006 TEP's capacity of these generating facilities was

2,194 MW. The latter amount compares with the 2006 annual peak in July of 2,365 MW.

1
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1

2

Our source for this is TEP's FERC Form No. 1 for 2006/Q4, page 401b. TEP's FERC

Form No. 1 for 2006/Q3, however, shows the annual peak in July to be 2,555 MW. At

We do not know the basis for this3 this latter level, the shortfall would be 361 MW.

4

5

6

7

8

9

difference. We are aware that revisions to energy usage are frequently made Nom quarter

to quarter, but not with regard to peak demands. Regardless, based on this 'snapshot' of

2006, TEP has a shortfall of at least 17lMw when compared with its owned and leased

generation. Accordingly, TEP's Electric Energy Account report in its FERC Form No. l,

Page 40la shows annual purchases made, which would include purchases at the time of its

system peak needs.

10

11 Q- What has been TEP's response to this shortfall?

12 In this regard, we note that TEP is participating in the construction of the Palo Verde

Interconnect Prob act in order to increase its capacity to import power from the Palo Verde13

14 Hub. This power, moreover, may be at a lower cost from the Palo Verde Hub than is

15

16

17

18

19

20

21

22

23

24

25

currently the case from its other sources. Additionally, based on TEP's tiled testimony in

this case and TEP personnel that accompanied us on our field inspections, TEP is actively

planning for expanding its own generation as well, and was specifically considering this at

its Springerville generation station. The in-service date for the planned new Unit #4 at

Springerville, a 400 MW coal-fired unit, is proposed for the 2009-2010 timeframe, i.e.,

prob ected start-up is December 2009. However, at present, Salt River Project ("SRP") will

take 100% of the new unit. TEP should continue to consider the eventual provision of

additional generation as TEP currently has a shortfall of 171 MW at annual peak. While it

is not a given that added generation is the most economical means of providing for peak

load conditions, such an addition would be at a minimum a hedge toward uncertain

availability and price for added purchased power in the future.

26

A.
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1 Q- Please continue.

2

3

4

5

6

7

8

9

10

Aside from published documentation and tiled testimony, our information gathered

regarding TEP generating units included a field visitation and discussions with Andy

Hoekstra (Vice President, Generation) at the Sundt (formerly Irvington) generating

station. Sundt generating station consists of four units with net ratings of: Units #l and #2,

81 MW each, Unit #3, 105 MW, and Unit #4, 156 MW gas-tired or 110 MW coal-fired.

The station also includes two combustion turbine units. Unit #4 at Sundt runs as a base~

load unit unless it is unavailable because of maintenance or other such operating reasons

for intemiption. The other three units are cycling units, which run to meet peaking needs

and import limitations.

11

12

13

14

15

16

17

18

19

20

As shown in Table B, the overall Sundt generating station capacity factors (Column (3) of

Table B) for 2004-2006 are low because of the operating characteristics of this generating

station. This is in contrast to the Springerville generation capacity factors shown in Table

B for 2004-2006. Springerville units have relatively low heat rates of less than 10,000 Btu

per unit of generation. The average heat rate at Springerville in 2006, per TEP's FERC

Form No. 1, was 9957 Btu/KWH net generation. Operational variances between these

two generating stations are also reflected in TEP's FERC Form No. l production expenses

per unit of net generation, wherein for 2004-2006 the production expenses are in the range

of 6¢-7¢ per Kilowatt-Hour (KWH) for Sundt and about 4¢ per KWH for Springerville.

21

22 Q- If TEP is no longer considering a share of Springerville Unit #4, what is their

23

24 A.

25

objective there?

TEP will be the operating agent for the station. TEP indicates that it is cost effective to

install another unit (Unit #4 of 400 MW) at Springerville for a number of reasons even if

26

A.

TEP does not receive a part of the additional generating capacity from the new unit. The

f



Direct Testimony of W. Michael Lewis
Docket Nos. E-01933A-07-0402 and E-01933A-05-0650
Page 15

l

2

3

units at Springerville (including Unit #4) have a common railroad for coal hauling,

common raw water ponds, and coal unloading equipment. There also is a control room,

which will be able to accommodate the operations and monitoring of all four units in the

4 future. Additionally, there is a substation with four bays to serve the generating units.

5

6

7

The effect of these common facilities serving four units rather than the three at present is

to lower the average unit cost of operation. This will lower both TEP's and SRP's

operating costs for the station. We concur with this.

8

9 v. FACILITY INTEGRATION AND SYSTEM OPERATIONS

10 Q. How has TEP integrated its facilities and system operations?

11

12 1

13

14

15

16

17

The integration of TEP's generating and transmission and distribution facilities is

accomplished through a number of operating and monitoring systems and procedures.

Substations are monitored and controlled through a network-wide Supervisory Control

And Data Acquisition ("SCADA") system, including microwave and fiber optic facilities.

TEP's system works on a four second monitoring sequence to gather operational data.

Substations are also equipped with Remote Terminal Units ("RTU") to facilitate their data

collection, monitoring, and control functions.

18

19

20

TEP's continuing development of its Geographic Information System ("GIS"), which was

initiated in the 1980's, serves to locate and maintain up-to-date records of facilities for

21

22

23

24

25

both repairs, expansion purposes and to coordinate preventative maintain are efforts. in

order to facilitate repairs and/or expansions, this system includes data on the locations of

TEP's underground distribution facilities. Much of its residential areas, and particularly

the most recent residential construction, are underground distribution facilities. TEP

personnel informed the Consultant that they believe that the improved accuracy of

I

A.

J



11

10

12

7

3

4

6

5

8

2

9

1

Direct Testimony of W. Michael Lewis
Docket Nos. E-01933A-07-0-02 and E-01933A-05-0650
Page 16

Q.

Q-

How does TEP evaluate and plan for improvements in their distribution system?

Yes, we believe that they are effective and we agree with the GIS assessments.

Are these actions effective and do you agree wi t h the assessments of TEP personnel

location and access provided by the GIS has served to reduce the number of "dig-ins" by

contractors and others and has expedited cable repairs by its maintenance forces.

as to the benefits of the GIS?

1

13

14

In response to our inquiry, TEP personnel (we discussed aspects of system design and

operations with John Tojo, Superintendent, Generation, Transmission & Distribution

Control Area Operations) indicated that TEP undertakes distribution load flow modeling

as well as short circuit studies. In addition to undertaking these studies in-house, TEP also

contracts for outside consulting services, e.g., from Synergy, to conduct such studies of its

distribution operations and performance.

15

16 Q, Do you consider these provisions adequate for evaluation and planning?

17 Yes.

18

19 Q. Ho w  h as  T E P  p ro v i d ed  f o r  o p era t i o n and  contro l  o f  thei r  system dur ing

20

21 A.

contingencies?

TEP has provided for an alternative command center.

22

23 Q- Were you able to evaluate this alternative center?

24

25

26

A.

A.

A.

A. Yes. On our visit to the Vail substation site, TEP personnel described their recent

development of an alternative command center, i.e., the Emergency Operations Center

(EOC) housed at this location. The EOC includes a mobile trailer that can be hauled to
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1

2

3

4

5

6

any particular site as needed. As currently configured and equipped, the EOC is capable

of monitoring and operating TEPs Energy Management System (EMS), as well as the

SCADA in the event that operations would be terminated for some reason at the primary

control center. The EOC is equipped with communication via landline, fiber optic cable

and cellular sets to provide the communication necessary to maintain operations of the

network during the emergency. The EOC undergoes periodic drills with staged control

scenarios to test and enhance the capabilities of the system, and to educate and train TEP7

8 personnel on its operations.

9

11

12

What is your couclusion regarding the EOC?

We are of the opinion that the EOC is well equipped to maintain operations in the event of

an outage of the main control room.

13

14 Q- How would you describe TEP's operating and monitoring procedures?

15

16

17

18

19

20

21

22

23

24

TEP's operational and monitoring procedures discussed above appear to be typical, if not

somewhat more aggressive, than other electric utilities based on the experience of the

Consultant. TEP's current software and modeling procedures, however, like its hardware

installations, likely reflect the remoteness of certain of its facilities and the increase in load

growth that TEP has experienced recently. The monitoring of the distribution system at

the substation level is currently adequate as to the specific data acquired. Data is then

recorded in the Enterprise Data Historian system which provides real-time observation and

subsequent evaluation. We inquired by Data Request PB-l8.5 and by discussions during

our site visits as to what level of real-time monitoring would be present in TEP's standard

design for new substations. TEP responded that Watts, Vats, phase voltages, and phase

currents will be monitored in real-time and recorded.25

26

A.
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1 Q- Do you find those provisions adequate?

2 Yes, we find them to be adequate for proper monitoring and evaluation.

3

4 VI. DISTRIBUTION SYSTEM EXPANSION

5 Q. What has been TEP's record of growth in demand and customers?

6 TEP has experienced significant growth in demand and customers over the recent past.

7 Customer growth has been in excess of 2% per annum, while the annual growth rate of

8 consumption is about 4%.

q

10 Q- How has this rate of growth affected service and how has TEP provided for this

11 growth?

12

13

14

15

16

17

18

19

The highest rates of increased demand are occurring in parts of TEP's service areas where

existing line and substation capacity was limited. This growth in the out-lying areas has

been accommodated by extending new feeder circuits from existing transfonners in

distribution substations. However, if the growth in customers and demand continues at the

present rate, new distribution substations will be required. TEP is estimating that up to

three new substations will be needed by 2009 and an additional one for the Maraca area

by 2011. The provision of new distribution substations will also require an expansion of

the 138 KV system.

20

21 Q- How is TEP planning to accommodate such needs?

22 A.

23

24

A.

A.

A.

In response to a Staff Data Request in the Twelfth Set (PB-l2.3), TEP provided its

preliminary 10-year transmission plan. We have reviewed this plan and have discussed it

with TEP personnel during our site visit. To avoid specifics, suffice it to say that the plan
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1 presented adequately provides for the expansion necessary to meet the projected load

2 growth.

3

4 Q-

5

Does this planning include new distribution facilities and does it appear to

adequately address forecasted needs?

6

7

8

Yes, the plan includes the provision of new distribution substations on a ten-year planning

basis with necessary connecting 138 KV lines and transmission substations and appears to

be sufficient to accommodate the projected increases in supply.

9

10 Q-

11

How would you assess TEP's planning perspective?

We discussed the planning horizon for new substations with TEP personnel. TEP

12

13

14

estimates that it requires about 3 to 4 years to construct a new distribution substation due

to the requirements for permits and the current lead time required to procure the

equipment. Given this time requirement, the ten-year planning horizon is adequate.

15

16 Q- Please continue.

17 A.

18

19

The need is based upon load projections which are updated on an annual basis for in-house

system planning. Corrections and adjustments are made based upon information as to new

development location and estimates of the

20

capacity reflected by the planned

developments. In an effort to provide more flexibility, TEP engineering has modified the

21

22

23

24

25

26

standard distribution substation design to include smaller main power transformers and

less ultimate capacity of the planned substations, i.e., a new standard of 100 MVA

substations as opposed to the former 200 MVA. This will result in a more efficient system

with reduced initial costs and will allow for more flexibility as to location of substations.

Also, the required capacity of the 138 KV lines may be able to be reduced as a result, but

this is subject to a detennination of the loop capacity needed for these lines. All design for

II

A.

A.

I
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1

2

3

4

5

the placement and sizing of new substations and their required 138 KV lines are subj ected

to load flow analysis to ascertain that short-circuit duty and reactive requirements are

known and within recommended limits. In addition, system reliability is checked to

ensure that the 138 KV loop capacity is adequate in the event that a 138 KV line between

substations is not in service, and that the distribution system can continue to provide

6 uninterrupted service.

7

8 Q- Are there other aspects of the planning of specific interest?

9 Yes. We noted that there appeared to be no new 46 KV lines contained in the plan. We

10

11

S 12

approve of that and would recommend that no future 46 KV facilities be contemplated.

There is little cost savings and no technical advantage that we can determine that would

prevent all future lines to be constructed for 138 KV operations as opposed to new 46 KV.

13

14 Q- What have you concluded as to TEP's planning?

15

16

17

18

After review and discussion, we are of the opinion that TEP's internal planning

methodology is prudent and essential engineering features are considered. We believe that

annual planning on a ten-year horizon is adequate to recognize changes in projected

growth so that both under and over capacity situations can be reasonably avoided.

19

20 VII. TRANSMISSION SYSTEM

21 Q. How would you describe TEP's transmission facilities?

22

23

The backbone of TEP's transmission system is a 345KV network, with all interconnected

345KV and 138KV substations and transmission lines looped throughout the system.

24 There is also a set of 46 KV lines. However, step-down 46 KV system lines are not

25 looped at this time, but TEP indicated that such upgrading is foreseeable in the near future.

l I llu lllllllHllllll\ I llllllll lull
l l

A.

A.

A.
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1

2

3

4

As stated above, we would prefer that the 46 KV facilities be converted to 138 KV when

conditions permit. TEP's transmission system losses are about 3%, which are acceptable

and fairly typical of electric utility systems. The l38Kv transmission system has been

stepped down from imported power sources such as from Arizona Public Service (APS) at

500KV and from TEP generating stations, Ag., Springerville, at 345KV.5

6

7 Q, What transmission line and transmission substation facilities are under construction

8 at this time?

9

10

11

12

13

14

Currently under construction is a significant enhancement to the import capabilities of

TEP's transmission system, which is the Palo Verde Interconnect Project. This project

consists of the construction of a substation in the northern area of TEP's service area with

the capability of interconnecting with the 500KV transmission lines from the Palo Verde

Hub, and stepping down the power to 345KV and l38Kv for its system. The new

substation, the Pinal West Substation, is expected to be operational in the June/July 2008

timeframe for checking and testing purposes, with an in-service date in August/September15

16 2008. TEP originally had planned for the in-service date to be somewhat earlier, however,

17

18

the transformer delivery is dictating this timing. The transformer for the Pinar West

substation is the critical piece of equipment for the completion of the substation. Based on

our field visitation and discussions with Ed Beck (Superintendent, Transmission Planning19

20 and Contracts), transformer deliveries are now in the range of 18-24 months.
We are

21 familiar with these delivery problems, which have escalated for electric utilities

22

23

24

throughout the nation particularly over the past year or so. Moreover, this is also a world-

wide problem with the expansion of electric systems throughout the world and limited

manufacturing facilities to satisfy this need.

25

A.
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1

2

3

4

5

6

According to TEP personnel all other aspects of the substation construction are well

within its control and operations, with the exception of the transformer delivery. On our

visit to the substation construction site, we observed TEP crews installing a dead-end

structure which will be the substation interface for the outgoing 138 KV line into the

network grid. All of the other structures for the incoming 500KV and 345KV lines were

in place, except for the structures supporting the tap lines Hom the 500KV transmission

7 line. The concrete footers for these structures were in place. There were subcontractor

8

9

10

11

gr 12

activities also underway which included work on support structures, circuit/telemetry

cable runs (below ground concrete cable trays), and the transformer installation. The

substation is physically divided by a fence providing 'separation between TEP facilities

and SRP facilities. These facilities will be operated and maintained separately by each

utility when the substation becomes operational.

13

14 Q. How will this substation serve TEP's system?

15

16

17

From an operational standpoint, the new substation will be integrated with all of TEP's

other substations. This will enhance the systems reliability under contingency conditions

and increase the ability of TEP to avail itself of additional purchased power.

18

19 Q, Were there aspects of TEP's substation design that were notable as to aspects of

20

21

22

23

24

25

reliability?

Yes. Equipment at this site includes a three-level relay system on all breakers for

increased reliability of operational performance. Ki our experience, a substation of this

type typically has a two-level relay system. Due to the remote location of this substation

and the importance of its performance for import power purposes when operational, we

concur with and commend TEP opting for this additional level of operational performance

26

A.

A.

with regard to relay operations.
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1 Q. WVere you able to form an opinion as to the construction practices and quality of

work observed?2

3

4

5

Yes, we observed the concrete foundations that had been installed and the various bus

work and supports that were erected. We also noted the provisions for oil retention.

These were all of a high quality of work.

6

7 Q. What opinions have you formed with respect to TEP's transmission maintenance

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

practices?

We observed at several sites the condition of the various towers and lines and found them

to be generally well-maintained. In response to our questions as to maintenance practices,

TEP personnel, specifically Ed Beck and David Couture (Manager, Regulatory Affairs),

who accompanied us to the construction site, also described TEP's monitoring and

maintenance practices regarding its transmission lines. Visual observations of

transmission lines by helicopter flyover are undertaken annually and include the use of

heat sensing equipment to discover 'hotspots' that require further investigation. Ground

level visual inspections are undertaken by TEP on its transmission lines on a rotating 1 to

3 year basis to evaluate the conditions of tower structures and rights-of way. Monitoring

of substations is performed annually, including transformer gas and oil sampling and

analyses to check for potential problems. TEP has laboratory facilities to undertake some

of the gas and oil testing itself TEP does, however, periodically employ outside

contractors to make the analyses as well. We consider the equipment monitoring and

testing procedures undertaken by TEP to be consistent with that of other utilities, and

perhaps in some circumstances a step more. However, this seems to be acceptable

because of the remoteness of some of TEP's facilities, and its increased growth in electric

25 service demands over the last several years.

26

A.

A.
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1 VIII. POWER QUALITY MONITORING AND MANAGEMENT

2 Q- What additional comments do you have concerning aspects of Power Quality in the

3

4

5

6

7

8

9

10

11

12

TEP system?

Power Quality Management has been discussed previously in the context of Service

Quality. It is again addressed here in the context of monitoring of the system, in this case,

primarily the distribution and sub-transmission systems. In response to our inquiry, TEP

personnel stated that they do not perform harmonic analysis checks. This was due to their

experience to date in that they have had no complaints as to voltage irregularities that were

not found to be due to fundamental (60 Hz) problems normally seen, such as Cable or

service drop regulation, motor starting, etc..... We are at the opinion that while the TEP

system may not currently suffer from harmonic distortion, the increasing demand from

solid-state rectifiers in computers and other uses may reach a point where harmonic

13 distortion will exceed recommended levels. Also, it is known that certain system

14

15

16

17

18

19

combinations of shunt capacitors and sources of harmonic distortion can combine to cause

unexpected high levels of harmonic distortion. Given the increasing (and necessary)

amounts of power-factor correction capacitor banks installed in the system, it would be

prudent to initiate a program of periodic surveys of the hannonic content of the

distribution primary. The cost of such should not be a significant increase in TEP's

maintenance budget and would serve to provide an early warning of developing problems.

20

21 IX. CONCLUSIONS AND RECOMMENDATIONS

22 Q- What are your conclusions?

23

24

Based upon observations of the operation, planning, and maintenance of the TEP system

and our review of data responses, the Consultant concludes dirt the system has been

operated and maintained in accordance with Prudent Utility Practice as that term is25

A.

A.

v
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l

2

3

4

normally applied to electric utilities of comparable size and load. Based upon the

confirmed distribution indices, a review of outage records, and the planning to maintain

sufficient distribution capacity, we have also concluded that the reliability and service

quality provided to date exceeds the median standards for such service.

5

6 Q-

7

Do you have any recommendations that you feel would contribute to continuing the

present standard of service by TEP?

8 Yes, we have the following recommendations :

9 (1)

10

11
J

I

12 (2) I

13

The provision of additional owned or leased generation capacity should be

evaluated and compared to continued reliance on purchased power to meet system

demands on the basis of cost and reliability of supply.

All efforts should be made, at a minimum, to maintain the current levels of

distribution reliability with a goal of incremental improvement in outage response

14 times.

15 (3)

16

17

18 (4)

19

20 (5)

21

Establish a program of periodic distribution circuit measurements to ensure that

harmonic distortions are identified as they may arise and develop a plan for

negating the effects of such.

Continue the present program of power factor correction at the distribution and

138 KV system levels, and,

Do not undertake further extensions of the 46 KV system and develop a long-range

plan for converting the existing 46 KV lines and substations served to 138 KV.

22

23 Q- Does this complete your testimony?

24 yes, it does.

25
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TABLE A
TUCSON ELECTRIC POW ER COMPANY

REGULATED ELECTRIC GENERATING RESOURCES
AS OF DECEMBER 31, 2006

Share

TEP Capacity
Megawatt (MW)

Owned Resource 1/1

Springerville Station
San Juan Station
Navajo Station
Four Corners Station
Luna Energy Facility
Sundt Station
Internal Combustion Turbines
Solar Electric

Subtotal

100.0%
50.0%

7.5%
7.0%

33.0%
100.0%
100.0%
100.0%

380
322
168
110
190
266
217

5
1 ,658

Leased Resource

Springerville Station
Sundt Station

Subtotal

100.0%
100.0%

380
156
536

TOTAL 2,194

1/ Source: 2007 Depreciation Rate Study, Exhibit KAK-1 to Direct Testimony
of Dr. Kimbugwe Kateregga, and identified at Page 7 of the 2007 Depreciation
Study as "owned capacity" and "leasing capacity" at December 31, 2006.
The detailed capacity, date of service and other data on each of TEP's owned
and leased units is shown in the table in TEP witness DeConcini's Direct
Testimony at Page 4. '
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2006

2005

2004

Sundt

Springerville

Luna

Sundt

Springerville

Sundt

Plant

TABLE B
TUCSON ELECTRIC POWER COMPANY

GENERATING STATION CAPACITY FACTOR 1/

Installed
Capacity (MW)

794.0

504.5

794.0

504.5

190.0

504.5

(1)

Net
Generation (MWH)

(2)

5,826,307

5,571,634

1,128,861

1,135,448

489,799

934,603

Capacity
Factor gt

21.15%

83.77%

25.54%

29.43%

80.10%

25.69%

(3)

Springerville 794.0 5,731,397 82.40%

1/ FERC Form No. 1, Pages 401-410, figures in Columns (1), (2) and (4).

gt Calculated as: Net Generation (Column (2)) divided by Installed Capacity
(Column (1)) times 8,760 hours.





BEFORE THE ARIZONA CORPORATION COMMISSION

MIKE GLEASON
Chairman

WILLIAM A. MUNDELL
Commissioner

JEFF HATCH-MILLER
Commissioner

KRISTIN K. MAYES
Commissioner

GARY PIERCE
Commissioner

DOCKET NO. E-01933A-07-0402IN THE MATTER OF THE APPLICATION OF )
TUCSON ELECTRIC POWER COMPANY FOR )
THE ESTABLISHMENT OF IUST AND )
REASONABLE RATES AND CHARGES )
DESIGNED TO REALIZE A REASONABLE )
R.ATE OF RETURN ON THE FAIR VALUE OF )
ITS OPERATIONS THROUGHOUT THE STATE )
OF ARIZONA )

x
IN THE MATTER OF THE FILING BY TUSCON >
ELECTRIC POWER COMPANY TO AMEND )
DECISION NO. 62103. )

)

DOCKET NO. E-0193 A-05-0650

PUBLIC

DIRECT

TESTIMONY

OF

FRANK W. RADIGAN

ON BEHALF OF THE

UTILITIES DWISION STAFF

ARIZONA CORPORATION COMMISSION

FEBRUARY 29, 2008



EXECUTIVE SUMMARY
TUSCON ELECTRIC POWER COMPANY

DOCKET nos. E-01933A-07-0402 AND E-01933A-05-0650

Reconstructed Cost New less Depreciation (RCND) - For the Cost of Service
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1 INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3

4

5

6

My name is Frank W. Radigan. I am a principal in the Hudson River Energy Group, a

consulting firm providing services regarding the electric utility industry and specializing

in the fields of rates, planning and utility economics. My office address is 120

Washington Avenue, Albany, New York 12210. .

7

8 Q- Please describe your educational background and professional experience.

9

10

11

I received a Bachelor of Science degree in Chemical Engineering from Clarkson College

of Technology in Potsdam, New York (now Clarkson University) in 1981. I received a

Certificate in Regulatory Economics from the State University of New York at Albany in

12 1990. From 1981 through February 1997, I served on the Staff of the New York State

13

14

15

16

17

Department of Public Service ("DPS") in the Rates and System Planning sections of the

Power Division. My responsibilities included resource planning and the analysis of rates,

depreciation rates and tariffs of electric, gas, water and steam utilities in the State and

encompassed rate design and performing embedded and marginal cost of service studies

as well as depreciation studies.

18

19

20

21

22

23

24

25

26

A.

A.

Before leaving the DPS, I was responsible for directing all engineering staff during major

rate proceedings including those relating to integrated resource planning and

environmental impact studies. In February 1997, I left the DPS and joined a firm called

Louis Berger & Associates as a Senior Energy Consultant. In December 1998, I formed

my own Company. In my 27 years of experience, I have testified as an expert witness in

utility rate proceedings on more than 60 occasions before various utility regulatory bodies,

including this Commission, the Nevada Public Utility Commission, the New York State

Department of Taxation and Finance, the New York State Public Service Commission, the
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1

2

Connecticut Department of Utility Control, the Rhode Island Public Utilities CoImnission,

the and theMichigan Public Service Commission, the Vermont Public Service Board

3 Federal Energy Regulatory Commission.

4

5 Q-

6

Have you prepared an attachment summarizing your educational background and

regulatory experience?

7 Yes. Attachment FWR-1 provides details concerning my experience and qualifications.

8

9 On whose behalf are you appearing?

10. A . I  am appearing on behalf of the Arizona Corporat ion Commission ("ACC" or

11 "Commission") Utilities Division Staff ("Staff').

12

13 Q- What is the scope of your testimony in this case?

14

15

16

I will address the Company's presentation of Replacement Cost Net of Depreciation

("RCND") for the cost of service methodology. The Company presented this information

through the testimony of Karen G. Kissinger.
v

17

18 Q,

19

20

21

22

23

Have you reviewed Ms. Kissinger's calculations?

Yes. For the Steam Production, Transmission and Distribution plant accounts the

Company used the Handy Whitman Index of Public Utility Construction Cost (H-W

Index). As noted by Ms. Kissinger in her testimony, the H-W index has been in use in the

industry for over 80 years and is a widely used and generally accepted method for tracking

the value of utility property. The H-W Index has an index value for each year going back

24

A.

Q.

A.

A.

as far as 1912.
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1 Q- Did the Company use the H-W Index for all accounts?

2

3

No, the H-W Index is not published for general plant accounts. For these accounts where

there was long-lived equipment, the Company used the Marshall Index, prepared by the

firm of Marshall 8¢ Swift. This index tracks trends in construction costs such as the cost of4

5

6

7

buildings and garage equipment. For accounts where neither the Handy-Whitman nor the

Marshall indices were available, the Company used the Bureau of Labor Producer Price

Index or PPI. This index was used for very short-lived property such as transportation and

8 laboratory equipment.

9

10 REPLACEMENT COST NET OF DEPRECIATION ("RCND")

Please describe how the RCND calculation is made.11 Q.

12

13

14

15

16

Since the Company maintains depreciation accounting records by vintage, calculating

reconstruction cost is simply a matter of taking the current year cost index for each

account, dividing it by the cost index of the vintage, and multiplying it by the plant in

service for the vintage. This calculation gives one the reconstruction cost of that vintage.

By doing this calculation for all vintages of an account and summing them, one then gets

the reconstruction cost for the whole account.17

18

19

20

21

22

In order to verify the calculations in discovery, I asked the Company for the workpapers to

the calculation. While the Company did not produce workpapers for every account, they

did produce enough to enable me to state that I believe that they did the calculation

correctly for all accounts and that the values calculated should be used for raternaking

23 purposes.

in  l  l ll\ l  l H llu l l l

A.

A.



Unit Type % of TEP

Portfolio

2006 $/kW Construction

Cost

Coal 60% [CONFIDENTIAL]

Combined Cyc le 11 [CONFIDENTIAL]

Steam 16 [CONFIDENTIAL]

Combust ion Turbine 13 [CONFIDENTIAL]
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1 Q. Have you reviewed the valuation testimony of Company witness Judah Rose?

2 Yes. Mr. Rose values the Company's total generation portfolio at [CONFIDENTIALLY

3 which is nearly five times its book value (Rose Direct Testimony, page 4). Mr. Rose

4

5

6

states that this value is based on a discounted cash How or income analysis, though a

replacement cost approach would yield roughly similar results and provides qualitative

support to the valuation (Ibid).

7

8 Is Mr. Rose's evaluation reasonable?

9 No. First, since Mr. Rose states that his income approach would yield a value similar to the

1 0

11

12

13

14

replacement cost approach, I first compared his valuation of the production assets with the

value calculated by Ms. Kissinger using the H-W Index. Using that index, the RCND of the

production plant is $1.274 billion (Schedule B-4, l of 2, Cost of Service Methodology). This

value is less than half the value calculated by Mr. Rose. As the H-W Index is widely used

and is based on actual trends in utility construction costs, this must be considered a more

15 reliable estimate.

16

17

18

I next looked into the replacement construction cost estimates used by Mr. Rose in

developing his estimates, which are summarized below.

19

2 0

A.

A.
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1

2

3

4

5

6

7 Funnel9

8

Given that 60% of the generation portfolio is coal, I then researched publicly available

reports to detennine if the Company's cost estimate was reasonable. In Michigan's 21st

Century Electric Energy Plan filed in January 2007, a construction cost estimate for a new

coal unit of $1,551 per kW (2006$) was used. In the Annual Energy Outlook of Energy

IiNonnation Administration, a construction cost estimate for a new coal plant was reported to

be $1,167 per kW (20048) In a report titled Analysis of Options for Maryland's Energy

the estimated replacement cost for a new pulverized coal plant was $2,700 per kW

(2007$). [CONFIDENTIAL].

9

10

11

12

13

14

15

16

17

18

19

20

21

Similar resultsare found for the rest of the cost estimates. For example, the Northwest Power

and Coordinating Council reports a construction cost for a new combustion turbine of $420

per kW (20063) and a construction cost for a new combined cycle unit of $586 per kW

(2006$). The Annual Energy Outlook of Energy Information Administration reports a

construction cost estimate for a new combustion turbine of $388 per kW (20043) and a

construction cost for a new combined cycle of $556 per kW (2004$). In Michigan's 21St

Century Electric Energy Plan tiled in January 2007, a construction cost estimate for a new

combustion turbine was $425 per kW (2006$). In a study conducted at the University of

Chicago (The Economic Future of Nuclear Power, August 2004), the construction cost of a

new combined cycle unit was $590 per kW (2003$). Even when one considers that some of

the studies are a few years old, all these studies indicate that the construction cost

estimates used by the Company are overstated on the order of 25-35%.

22 [CONFIDENTIAL] •

23

24

25

I have one last comment regarding the Company's DCF valuation method. They

acknowledge that the key element in determining a plant's value is the price paid for the

l Prepared by Kaye Scholer, LLP, Levitan Associates, Inc. and Semcas Consulting Associates for the Maryland
Public Service Commission, November 30, 2007 .
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1

2

output of the plant. For a low cost generating unit (eg. a coal unit) selling in the market

where the is set by natural gas, the value can be tremendous.clearing price

3 [CONFIDENTIAL].

4

While that result may be meaningful, if one is contemplating

selling the units to a third party it is inappropriate for a regulated market where the utility

5

6

7

is generally not allowed to keep profits from interacting in the wholesale market but rather

has to credit the profits against other fuel costs. Thus, using this market method to

determine a fair value for rate base would overstate the valuation.

8

9 Does this conclude your direct testimony?

10 Yes, it does.

v H

A.
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ATTACHMENT FWR- 1

FRANK w. RADIGAN

B.S., Chemical Engineering -- Clarkson University, Potsdam, New York (1981)

Certificate in Regulatory Economics -~ State University of New York at Albany (1990)

1998-Present Principal, Hudson River Energy Group, Albany, NY -- Provide research, technical evaluation,
due diligence, reporting, and expert witness testimony on electric, steam, gas and water utilities. Provide
expertise in electric supply planning, economics, regulation, wholesale supply and industry restructuring
issues. Perform analysis of rate adequacy, rate unbundling, cost-of-service studies, rate design, rate
structure and multi-year rate agreements. Perform depreciation studies, conservation studies and proposes
feasible conservation programs.

1997-1998 Manager Energy Planning, Louis Berger & Associates, Albany, NY - Advised clients on rate
setting, rate design, rate unbundling and performance based raternaldng. Served a wide variety of clients in
dealing with complexities of deregulation and restructuring, including OATT pricing, resource adequacy,
asset valuation in divestiture auctions, transmission planning policies and power supply.

1981-1997 Senior Valuation Engineer, New York State Public Service Commission, Albany, NY - Starting as
a Junior Engineer and working progressively through the ranks, served on the Staff of the New York State
Department of Public Service ire the Rates and System Planning Sections of the Power Division and in the
Rates Section of the Gas and Water Division. Responsibilities included the analysis of rates, rate design
and tariffs of electric, gas, water and steam utilities in the State and performing embedded and marginal
cost of service studies. Before leaving the Commission, was responsible for directing all engineering staff
during major rate proceedings.

Electric power restructuring, wholesale and retail wheeling rates, analysis of load pockets and market power,
divestiture, generation planning, power supply agreements and expert witness testimony, retail access, cost of
service studies, rate unbundling, rate design and depreciation studies. Wholesale power system modeling with GE-
MAPS.

Wholesale Commodity Markets

TransmissionExpansion Planning .-. Various Utilities ~- Member of Transmission Expansion Advisory Committee
in the New England Power Pool -. the Committee is charged with the study of transmission expansion needs in the
deregulated New England electric market. Ongoing

Locational Based Pricing .- Reading Municipal Light Department -- Using GE multi-area production simulation
model (MAPS), analyzed New England wholesale power market to cost differences between various generators and
load centers. 2003

Merchant Plant Analysis - Confidential client - Using GE multi-area production simulation model (MAPS),
analyzed New York City wholesale power market to determine economics of restructuring PURPA era contract to
market priced contract. 2002
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ATTACHMENT FWR~2

Market Price Forecasting - EL Paso Merchant Energy - Analyzed New England power market using MAPS for
purpose of pricing natural gas supply in order to ensure that plant was dispatched at 70% capacity factor as required
under its gas supply contract. 2002

Market Price Analysis .- Novo Windrower -. Analyzed hourly market price data in New York for each load zone in
State in order to optimize location of new wind power projects. 2002

Gas Aggregation .- Village of Ilion .- Advised client on costs/benefits of aggregating residential gas customers for
purpose of gas purchasing. 2002

Gas Procurement - Albany County, New York .- Assisted client in analysis of economics of existing gas purchase
contract, negotiated termination of contract, designing request for proposal for new natural gas supply. 2000

HQ Prudence Review - Selected by Vermont Public Service Board to perform prudence review power supply
contract between Hydro Quebec and Central Vermont Public Service Corporation. 1998

Wholesale Power Supply -. Prepared comprehensive REP to optimize power supply for Solvay municipal utility by
complementing existing low cost power supplies in order to entice new industrial load to locate within Village.
1997

Analysis of Load Pockets and Market Power - Performed analysis of load pockets and market power in New
York State, determined physical and financial measures that could mitigate market power. 1996

Study of APP Contracts and Impacts in New York Performed study to determine rate impacts of power purchase
contracts entered into by investor Owned utilities and independent power producers (]PPs), separately measured rate
impacts resulting from statewide excess-capacity; detemiined level of non~optimal reserves for each utility. 1995

Power Purchase Contract Policies and Procedures - Directed NYSPSC Staff teams in formulation of short- and
long-run avoided cost estimates (LRACs) using production simulation model (PROMOD), forecasted load and
capacity requirements, developed utility buy-back rates, presented expert witness testimony on buy-back rate
estimates and calculation methodologies, thereby implementing curtailment of ImPs as allowed under PURPA.
1990- 1994

Integrated Resource Planning - Led NYSPSC Staff team's examination of each utility's IP process and
examination of impacts of processes and regulatory policies influencing the decision malting process. 1994

Intrastate Wheeling Commission Transmission Analysis and Assessment -- Chairman of NIYSPSC Proceeding to
examine plans for meeting fume electricity needs in New York State. Addressed measures for estimating and
allocating costs of wheeling, including embedded cost, short-run marginal cost and long run incremental cost
methods. 1990

Rate Setting

Economic Development Rate- Massena Electric Department -. For municipal electric utility, developed tariffs for
economic development rates for new or expanded load.

Rate Case Cost of Service Study .- Village of Hamilton, NY .-. For small municipal electric utility, prepared full
cost of service study before the New York Public Service Commission. 2004

Rate Study - Pascoag Utility District - Reviewed the application of the Power Authority of the State of New York
to increase rates to its wholesale power customers. 2003

Rate Study - Kennebunk Power and Light Department - Performed rate study of new multi-year wholesale power
contract against existing rates to determine impact on overall revenue recovery and cash flows of utility. 2003
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ATTACHMENT PWR-3

Rate Case Cost of Service Study - Village of Arcade, NY - For small municipal electric utility, assisted in the
preparation full cost of service study before the New York Public Service Commission. 2003

Rate Case Cost of Service Study .- Village of Philadelphia, NY - For small municipal electric utility, assisted in
the preparation full cost of service study before the New York Public Service Commission. 2003

Rate Case Cost of Service Study .- Village of Hamilton, NY - For small municipal electric utility, prepared full
cost of service study before the New York Public Service Commission. 2004

Rate Case Cost of Service Study .- Fillmore Gas Company - For small natural gas local distribution company,
performing cost of service study for internal budget controls and formal rate case before die New York Public
Service Commission. 2003

Rate Case Cost of Service Study - Rowlands Hollow Water Works - For small water company, performing cost of
service study for internal budget controls and formal rate case before the New York Public Service Commission.
2003

Standby Rates .-. Independent Power Producers of New York - Analyzed reasonableness of proposed standby rates
of Niagara Mohawk Power Corporation, proposed alternate rate designs, participated in settlement negotiations for
new rates. 2002

Economic Development Rates - Pascoag Utility District - Designed new cost based economic development rates
charged to large industrial customer conternplatmg locating within the municipality. 2002

Municipalization Study - Kennebunk Power and Light Department - Performed economic analysis of municipal
utility serving remaining portions of Village not already served, performed valuation of the plant currently owned by
Central Maine Power. 200 l

Water Rate Study -- Pascoag Utility District .- Performed cost of service sandy for water utility, presented alternate
methods of funding revenue requirement. 2001

Pole Attachment Rates -.. Middleborough Gas and Electric Department - Designed cost based pole attachment rates
charged to CATV customers. 2000

ISO Service Tariff --
Service Tariffs. 2000

On behalf of three municipal utilities, analyzed cost basis and proposed rate design of ISO

Pole Attachment Rates - City of Farmington, New Mexico municipal electric department - Designed cost based
pole attachment rates for CATV customers. 1999

OATT Rates - On behalf of four municipal utilities in New England - Developed cost based annual revenue
requirements for regional network transmission rates, represent utilities before ISO New England committees on
transmission rate setting issues. 1998-2004

Consolidated Edison Restructuring - Member NYPSC Staff team ._ Negotiated major restructuring settlement
with Consolidated Edison, which decreased utility's rates by $700 million over five years, implemented retail access
program, performed rate unbundling, divestiture of utility generation and the allowance of the formation of a
holding company, accelerated depreciation of generation, established customer education programs on restructuring,
established service quality and service reliability incentive to ensure that provision of electric service will diminish
as competitive market emerges. The agreement served as the template for restructuring in New York. 1997

Cost-of-service Review and Rate Unbundling - Performed rate unbundling of retail rates of Orange & Rockland
Utilities, Inc. to facilitate delivery of New York Power Authority energy to customer located in Orange &
Rockland's service territory. 1992
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ATTACHMENT FWR-4

Vintage Year Salvage and Study - Managed joint study of staff from Rochester Gas and Electric Corporation and
NYSPSC to determine feasibility fusing vintage year salvage accounting for detennining filature salvage rates.
1985

Environmental Issues

Energy Conservation Study -.. Pascoag Utility District - Designed energy conservation rebate program based on
cost benefit study of various alternatives. Program funded through State mandated collection of energy
conservation monies from ratepayers. 2002

Clean Air Act Lawsuit - New York State Attorney General - Investigated modifications made at coal Fred
generating units of New York utilities to determine whether major modifications were made with obtaining pre-
construction permits as required by the prevention of Significant Deterioration (PSD) provisions of the Act. 1999-
2002.

Environmental Impact Study and Simulation Modeling Analysis - Analyzed potential enviromnental impacts of
reslxucturing electric industry in NY using production simulation model PROMOD. 1996

Renewable Resources - Project Leader in NYSPSC proceeding regarding development and implementation of
utility plans to promote use of renewable resources. 1995

Environmental and Economic Impacts Study .... Directed study of pool-wide power plant dispatch with
environmental adders to determine environmental and economic effects of dispatching electric power plants with
monetized environmental adders. 1994

Clean Air Impact Study.-. Directed sandy of effects of the Clean Air Act of 1990. Measured statewide cost savings
if catalytic reduction control facilities were elected to comply with 1990 Clean Air Act Amendments, installed
components on units in metropolitan NY region. 1994

Environmental Externalities and Socioeconomic Impacts Study ._ Managed NYSPSC proceeding to determine
whether to incorporate environmental costs into Long-Run Avoided Costs for the State's electric utilities. Study
purposes: explore the socioeconomic impacts of electric production as compared with DSM, monetize
environmental impacts of electricity. 1993

Case 07-M-0906 .- Energy East and Iberdola .- On behalf of Nucor Steel, Aubum, Inc. examined the reasonableness
of the proposed Acquisition of Energy East Corporation by Iberdrola merger. 2008

Case 07-E-0523 -- Consolidated Edison -- Electric Rates -- On behalf of County of Westchester testified to the
reasonableness of the Company's proposal to increase retail electric rates by over $1 .2 billion or 33%. 2007

Docket Nos. ER07-459-002, ER07-513-002, and EL07-11-002 - Vermont Transco -- on behalf of the Vermont
Towns of Stowe and Hardwick, and the Villages of Hyde Park, Johnson and Morrisville on whether the direct
assignment and rate impacts of a proposed transmission line were with current policy of the Federal Energy
Regulatory Commission 2007

Docket No. 07-05-19 -. Aquarion Water Company -. On behalf of the Connecticut Depa ent of Utility Control
examined the reasonableness of the utility's proposed revenue allocation, rate design, weather normalization and
depreciation rates 2007

Docket No. E-04204A-06-0783 - UNS Electric - On behalf of the Arizona Corporation Commission testified on the
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reasonableness of the utility's proposed revenue allocation and rate design. 2007

Docket No. EL07-11-000 - Vermont Transco -- on behalf of the Vermont Towns of Stowe and Hardwick, and the
Villages of Hyde Park, Johnson and Morrisville evaluated whether the proposed and subsequently abandoned
allocation of costs for the Lamoille County Project was reasonable and whether the direct assignment and rate
impacts of a proposed transmission line were with current policy of the Federal Energy Regulatory Commission.
2006

Docket Nos. 06-11022 and 06-11023 ... Nevada Power Company .- On behalf of the Staff of the Nevada Public
Utilities Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels.
2007

Case 06-M-0878 - National Grid and KeySpan CorpOration ..- on behalf of the Counties of Nassau and Suffolk
analyzed the public benefit of the proposed merger, customer service, demand side management programs, rate
relief as it relates to competition and customer choice, the repowering of the existing generating stations on Long
Island, and the remediation of contamination caused by Manufactured Gas Plants. 2007

Case 05-E-1222 -- New York State Electric and Gas Corporation -- On behalf of Nucor Steel, Auburn, Inc. examined
the reasonableness of the utility's proposed average service lives, forecast net salvage figures, and proposal to
switch from whole life to remaining life method. 2006

Case 05-S-1376 - Consolidated Edison - Steam Rates -.. On behalf of County of Westchester testified to the
reasonableness of the method of allocating costs between the utility's steam system and its electric system. 2006

Docket No. 06-48-000 -- Braintree Electric Light Department - On behalf of the municipal utility presented an cost
of service study used to calculate the annual revenue requirement for a generating station that was deemed to be
required for reliability purposes. 2006 `

Case 06-G-l186 -. KeySpan Delivery Long Island -. on behalf of the Counties of Nassau and Suffolk analyzed the
Company's proposed rate design and its for amortization of costs for expenditures relating to Manufactured Gas
Plants. 2007

ATTACHMENT PWR-5

Docket No. 05-10004 -- Sierra Pacific Power Company - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed electric depreciation rates and expense levels.
2006

Docket No. 05-10006 .-. Sierra Pacific Power Company .-- On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed gas depreciation rates and expense levels. 2006

Docket No. ER06-17-000 - ISO New England, Inc. - On behalf of a group of municipal utilities in Massachusetts
prepared an affidavit on the reasonableness of proposed changes to the Regional Network Service transmission
revenue requirements rate setting formula. 2005

Case 04-E-0572 .- Consolidated Edison - Electric Rate - On behalf of the County of Westchester testified to the
reasonableness of the Company's revenue allocation amongst service classes and the company's fully allocated
embedded cost of service study. 2004

Docket No. 04-02-14 .-. Aquarion Water Company - On behalf of the Connecticut Department of Utility Control
examined the reasonableness of the utility's proposed depreciation rates, weather normalization proposal and certain
operation and maintenance expense forecasts. 2004

Docket No. U-l3691 - Detroit Thermal, LLC - On behalf of the Henry Ford Health Systems testified on the
reasonableness of the utility's proposed default tariffs for steam service. 2004

\

Docket No. 04-3011 -- Southwest Gas Corporation - On behalf of the Staff of the Nevada Public Utilities
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ATTACHMENT PWR-6

Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels. 2004

Docket No. ER03-563-030 -- Devon Power, LLC, et al. - On behalf of the Wellesley Municipal Light Plant filed a
prepared affidavit with FERC with respect the proposal of ISO New England, Inc. to establish a locational Installed
Capability market in New England.

Docket No. 03-10002 - Nevada Power Company - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels. 2004

Case 03-E-0765 - Rochester Gas and Electric Corporation - Before the New York Public Service Commission
submitted testimony on rate design, rate unbundling, depreciation, commodity supply and reasonableness and
raternaking treatment of proceeds from the sale of a nuclear generating plant. 2003

New York State Department of Taxation and Finance Versus Brooldyn Navy Yard Cogeneration Partners .-
Testified on behalf of independent power producer in income tax case regarding tax payments associated with gas
used to produce electricity. Testimony focused on ratemaking policies and practices in New York State. 2003

Docket No. 2930 - Narragansett Electric .- Before the Rhode Island Public Utilities Commission submitted
testimony on the reasonableness of the utility's proposed shared savings filing and its implications for the overall
reasonableness of the Company's distribution rates. 2003

Docket No. 03~07-0l -.- Connecticut Light and Power Company - Before the Connecticut Department of Public
Utility Control testified to the recovery of "federally mandated" wholesale power costs. 2003

Docket No. ER03-1274-000 -- Boston Edison Company .- Before the Federal Energy Regulatory Commission
submitted affidavit on the reasonableness of the utility's proposed depreciation rates and expense levels. 2003

Case 210293 - Corning Incorporated -.- Before the New York Public Service Commission submitted an affidavit on
certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in New York
and the utility's billing practices as they relate to flex rate contracts. 2003

Case 3323 ll - Nucor Steel Auburn, Inc. - Before the New York State Public Service Commission submitted an
affidavit on certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in
New York and the utility's billing practices as they relate to flex rate contracts. 2003

Case 6455/03 - Prepared affidavit for consideration by the Supreme Court of the State of New York as to the
purpose, need and fuel choice for the Jamaica Bay Energy Center (Jamaica Bay) as it related to good utility planning
practice for meeting the energy needs of utility customers. 2003

Case 00-M-0504 - New York State Electric and Gas Corporation .- Reviewed reasonableness of utility's fully
allocated embedded cost of service study and proposed unbundled delivery rates. 2002

Docket No. TX96-4-001 - On behalf of the Suffolk County Electrical Agency proposed unbundled embedded cost
rates for wheeling of wholesale power across distribution facilities. 2002

Case 00-E-1208 -- Consolidated Edison: Electric Rate Restructuring .- On behalf of Westchester County, addressed
reasonableness of having differentiated delivery services rates for New York City and Westchester. 2001

Case 01-E-0359 .- Petition of New York State Electric & Gas -.. Multi-Year Electric Price Protection Plan -
Addressed reasonableness of Price Protection Plan (PPP), presented alternative rate plan that called for 20%
decrease in utility's base rates. 2001

Case Ol-E-0011 -. Joint Petition of Co-Owners of Nine Mile Nuclear Station -- Addressed the reasonableness of the
proposed nuclear asset sale and the ratemaking treatment of the after gain sale proposed by NYSEG. 200 l
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Docket No. EL00-62-005 - ISO New England Inc..- Submitted affidavit on reasonableness of lso's proposed
$4.75/kW/month Installed Capability Deficiency Charge. June 200 l

Docket No. EL00-62-005 -. ISO New England Inc. - Submitted affidavit on reasonableness of proposed
350. 17/kW/month Installed Capability Deficiency Charge. January 200 l

Case 96-E-0891 -- New York State Electric 8: Gas: Retail Access Credit Phase .- On behalf of a large industrial
customer, testified on cost of service considerations regarding NYSEG's earnings performance under the terms of a
multi-year rate plan and the appropriate level of Retail Access Credit for customers seeldng alternate service from
alternate suppliers. 2000

Docket No. ER99-978-000 - Boston Edison Company: Open Access Transmission Tariff- Testitied on design,
revenue requirement, and reasonableness of proposed formula rates proposed by Boston Edison Company for
calculating charges for local network transmission service under open access tariff. 1999

Docket No. 2861 -. Pascoag Fire District: Standard Offer, Charge, Transition Charge and Transmission Charge -
Testified on elements of individual charges, procedures for calculation and reasons for changes from previous filed
rates. 2001

New York State Department of Taxation and Finance Versus Zap co Energy Tactics Corporation .- Testified on
behalf of independent power producer in income tax case regarding tax payments associated with electric
interconnection equipment. Testimony focused on policies and practices faced in doing business in New York
State. 1998

Docket Nos. OA97-237-000, et. al. - New England Power Pool; OATT .-- Testified on design, revenue requirement,
and reasonableness of proposed formula rate for transmission service, testified to proposed rates, charges, temps and
conditions for ancillary services. 1999

Docket No. 2688 -- Pascoag Fire District: Electric Rates - Testified on elements of savings resulting from
renegotiation of contract with wholesale power supplier and presented analysis that justified need for and amount of
base rate increase. 1998

ATTACHMENT PWR-7

1

Docket No. 2516 - Pascoag Fire District: Utility Restructuring .- Testified on manner and means for utility's
restructuring in compliance with Rhode Island Utility Restnlcturing Act of 1996. Testimony presented a
methodology for calculating stranded cost charge, unbundled rates, and new terms and conditions of electric services
in deregulated environment. 1997

Case 94-E-0334 .- Consolidated Edison: Electric Rates -- Led Staff team in review of utility's multi-year rate filing
seeldng increased rates of $400 million. Directed team in review of resource planning, power purchase contract
administration, and fuel and purchased power expenses and testified on reasonableness of company's actions
regarding buy-out of contract with an independent power producer and renegotiation of contract with another
independent power producer. Lead negotiations for multi-year settlement and performance-based ratemaking
package that resulted in a three-year rate freeze. 1994

Case 93-G-0996
rates. 1994

Consolidated Edison: Gas Rates _ Testified on reasonableness of utility's proposed depreciation

Case 93-S-0997 -- Consolidated Edison: Steam Rates Testified on reasonableness of utility's resource planning for
steam utility system. 1994

Case 93-S-0997 and 93-G-0996 - Consolidated Edison: Steam Rates - Testified on reasonableness of multi-year
rate plan proposed by the utility. 1994

Case 94-E-0098 .- Niagara Mohawk: Electric Rates - Reviewed utility's management of its portfolio of power
purchase contracts with independent power producers for the reasonableness of recovery of costs in retail rates.

Page 7 off
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1994

Case 93-E-0807 - Consolidated Edison: Electric Rates - Testified on rate recovery mechanism for costs associated
with termination of five contracts wide independent power producers. 1993

Case 92-E-0814 .-- Petition for Approval of Curtailment Procedures - Testified on methodology for estimating
amount of power required to be curtailed and staff"s estimate of curtailment. 1992

Case 90-S-0938 -- Consolidated Edison: Steam Rates - Testified on reasonableness of utility's embedded cost of
service study, and proposed revenue re-allocation and rate design. 1991

Case 91-E-0462 - Consolidated Edison: E1ec111'c Rates - Implementation of partial pass-through fuel adjustment
incentive clause. 1991

Case 90-E-0647 - Rochester Gas and Electric: Electric Rates - Analysis and estimation of monthly fuel and
purchased power costs for use in utility's performance based partial pass-through libel adjustment clause. 1990

Case 29433 .- Central Hudson Gas and Electric: Electric Rates - Analysis of utility's construction budgeting
process, rate year electric plant in service forecast, lease revenue forecast, forecast and rate treatment of profits from
sales of wholesale power and estimation of fuel and purchased power expenses for use in the utility's partial pass-
through fuel adjustment clause. 1987

Case 29674 - Rochester Gas and Electric: Electric Rates .-_ Review of utility's historic and forecast O&M
expenditure levels forecast and rate treatment of profits from wholesale power, and estimation of fuel and purchased
power expenses, and price out of incremental revenues from increased retail sales. 1987

Case 29195 - Central Hudson Gas and Electric: Electric Rates - Review of utility's construction budgeting process,
analysis orate year electric plant in service, forecast and rate treatment of profits from sales of wholesale power,
and estimation of fuel and purchased power expenses. 1986

Case 29046 - Orange and Rockland Utilities: Electric Rates - Testified on the reasonableness of the utility's
proposed depreciation rates and expense levels. 1985

Case 28313 - Central Hudson Gas and Electric: Electric Rates - Review of utility's consMction budgeting process,
analysis of rate year electric plant in service forecast, review of rate year operations and maintenance expense
forecast, forecast and rate treatment of profits from sales of wholesale power, estimation of fuel and purchased
power expenses. 1984

Case 283 la -- Rochester Gas and Electnlc: Steam Rates - Price out of steam sales including the review of historic
sales growth, usage patters and forecast number of customers. 1984

Multiple Interveners Annual Conference -- What Will Impact Market Prices? 1998, Syracuse, New York _ Speaker
on the impact that deregulation would have on market prices for large industrial customers.

IBC Conference - SuccessfUl Strategies for Negotiating Purchased Power Contracts, 1997, Washington, DC -
Speaker on NY power purchase contract policies, ratepayer valuation, contract approval process and policy on
recovery of buyout costs.

Gas Daily Conference .- Fueling the Future: Gas' Role in Private Power Projects, 1992, Houston, Texas ._ Panel
member addressing changing power supply requirements of electric utilities.

Page 8 off
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Member Municipal Electric Utility Association, Northeast Public Power Association and New York State ISO.
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EXECUTIVE SUMMARY
TUCSCN ELECTRIC POWER COMPANY

DOCKET NOS. E-01933A-07-0402 AND E-01933A-05-0650

This testimony addresses the recovery by Tucson Electric Power ("TEP") of the costs
for demand-side management ("DSM") and renewable resources.

Staff recommends that a DSM Adjustor Mechanism be established for TEP.

Staff recommends that an Efficiency Enhanced Financial Incentive not be part of the
DSM Adjustor Mechanism.

Staff recommends that the DSM Adjustor Mechanism include a Performance
Incentive based on 10 percent of net benefits, with a cap of 10 percent of reporting period
DSM spending.

Staff recommends that TEP provide Staff with workpapers and input data
substantiating the numbers for net benefits and performance incentives that are included in its
semi-annual DSM reports.

Staff recommends that TEP apply interest whenever an over-collected balance of the
DSM Adjustor account results in a refund to customers. The interest rate should be based on
the one~year Nominal Treasury Constant Maturities rate contained in the Federal Reserve
Statistical Release H-l5. The interest rate should be adjusted annually on the first business
day of the calendar year.

Staff recommends that TEP file an application by April 1 of each year for
Commission approval to reset the DSM Adjustor rates.

Staff recommends that the DSM Adjustor Mechanism become effective when rates
from this rate case become effective.

Staff recommends that the initial funding level of the DSM Adjustor be $6,384,625

Staff recommends that the initial DSM Adjustor rates be set at $0.0 per kph for the
first tier, $0.000625 per kph for the second tier, and $0.001875 per kph for the third tier.

Staff recommends that TEP file, in place of existing semi-annual DSM reports, semi-
annual DSM reports in Docket No. E_01933A-07-0401 by March l (for period ending
December 31) and September 1 (for period ending June 30) of each year. The reports should
contain, at a minimum, the items discussed in this testimony.

Staff recommends that the Environmental Portfolio Surcharge or the subsequent
REST Tariff, if approved, become a REST Adjustor Mechanism.

Staff recommends that the initial rates of the REST Adjustor Mechanism be the same
as the rates contained in the Environmental Portfolio Surcharge or the REST Tariff,
whichever is in effect when rates from this rate case become effective.

I



Staff recommends that the REST Adjustor Mechanism not include a Performance
Incentive.

Staff recommends that the REST Adjustor rates only change with Commission
approval.

Staff recommends that the REST Adjustor rate be billed as a separate line item on
customer bills .
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1 INTRODUCTION

2 Q. Please state your name and business address.

3

4

My name is Barbara Keene. My business address is 1200 West Washington Street,

Phoenix, Arizona 85007.

5

6 Q. By whom are you employed and in whatcapacity?

7

8

9

I am employed by the Utilities Division of the Arizona Corporation Commission as a

Public Utilities Analyst Manager. My duties include supervising the energy portion of the

Telecommunications and Energy Section. A copy of my résumé is provided in Appendix

10

11

12

13

As part of your employment responsibilities, were you assigned to review matters

contained in Docket No. E_01933A-07-0402?

14 Yes.

15

16 Q- What is the subject matter of this testimony?

17 A.

18

A.

A.

A.

Q.

This testimony will address the recovery by Tucson Electric Power ("TEP") of the costs

for demand-side management ("DSM") and renewable resources.

1.



DSM PTOgII3I]'l
2006

Pro COsts3L

Commercial Educatlon Program $92,515

$3,420,007
l

New Home Constructlon Program

Resldentlal Education Strategy $157,527

$79,500Trees Program

Low Income Weathenzatlon Program

$33,482

$3, 983, 442Total Costs

2006
Program COsts

$92,515

$3,420,007

$157,527
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1 RECOVERY OF DSM COSTS

2 Current DSM Programs and Cost Recovery

3 Q- What DSM programs does TEP currently conduct?

4

5

6

According to semi-amiual DSM reports filed with the Commission, TEP conducted six

DSM programs in 2006. Those programs, along with 2006 program costs, are listed in the

following table.

7

8

9 Q. How are current TEP programs funded"

10

11

12

13

Decision No. 57586 (October 11, 1991) ordered TEP to establish a Low-Income

Weatherization (LIW) program. TEP committed to spend $200,000 per year for five years

on the LIW program which began in 1993. The LIW program was not considered to be

DSM and therefore was not included in DSM funding.

14

15

16

17

18

A.

A.

Decision No. 59594 (March 29, 1996) provided for an annual expenditure of 33,316,822

in base rates for DSM and renewables, with $210,000 of the amount to be spent on

renewables. The LIW was not included in that DSM funding, but TEP agreed to continue

the program and to expend the full allocated budget.
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1

2

3

As directed by the Commission when it approved the Environmental Portfolio Standard

("EPS") in 2001, TEP diverted a portion of the $3,316,822 ($2.25 million in the 2006 test

year) to fund renewable energy programs.

4

5 Proposed DSM Programs and Cost Recovery

6 Q.

7

Has TEP requested approval for major changes to current DSM programs or the

approval of new DSM programs in this proceeding"

8 No, not in this proceeding. On July 2, 2007, TEP filed its proposed DSM Portfolio in

Docket No. E-01933A-07-0401 .9

10

11 Q. Did TEP propose a new cost-recovery mechanism to recover DSM costs?

12

13

14

15

16

Yes. In his Direct Testimony, TEP witness Thomas N. Hansen proposes a DSM Adjustor

Mechanism. He proposes that all DSM costs, including those currently in base rates, be

put into the DSM Adjustor Mechanism for recovery as a per-kWh charge, which would

appear as a line item on customer bills. He suggests that the portion of the $3.3 million

for DSM in base rates that was diverted to Fund renewables should revert back to DSM,

17

18

and that the entire DSM expenditure, including the LIW program, be removed from base

rates and be flowed through the proposed DSM Adjustor Mechanism.

19

20 Q.

21

Is Staff in agreement that TEP should establish a DSM Adjustor Mechanism and

that all DSM costs should be transferred from base rates to the adjustor?

22

23

24

25

26

A.

A.

A. Staff is in agreement that a DSM Adjustor Mechanism should be established for TEP.

Recovery of DSM costs through a DSM adjustment mechanism would provide the

flexibility to adjust the level of DSM spending as new programs are added or current

programs are expanded between rate cases, while also providing timely recovery of DSM

costs. Separating DSM expenses from other expenses included in base rates provides an



Direct Testimony of Barbara Keene
Docket Nos. E-01933A-07_0402 and E-01933A-05-0650
Page 4

1 incentive to initiate programs at any time rather than in the context of a rate case. In

2 addition, including DSM costs in base rates could result in ratepayers paying for costs that

3 are not actually expended by the utility.

4

5 Q. What costs should TEP be able to recover through the DSM Adjustor Mechanism?

6

7

8

TEP should be allowed to recover all prudently incurred DSM program and related costs

incurred by TEP in connection with Commission-approved DSM programs and activities.

Allowable costs include costs for rebates or other incentives, including rebate processing,

9 customer education, program planning and

10

11

training and technical assistance,

administration, program implementation, marketing and communications, monitoring and

evaluation, and baseline studies.

12

13 Q- What does Mr. Hansen propose to be recovered through the DSM Adjustor

14 Mechanism?

15

16

17

Mr. Hansen proposes that the costs of Commission-approved DSM programs be recovered

through the DSM Adjustor Mechanism. In addition, there would be an Efficiency

Enhanced Financial Incentive and a DSM Performance Incentive that would flow through

18 the adjustor.

19

20 Q. Please describe the Efficiency Enhanced Financial Incentive.

21 The Efficiency Enhanced Financial Incentive would allow TBP to earn an additional five

22

23

24

25

percent return, one percent for each of five consecutive years, on certain high energy-

efficient capital expenditures. Eligible expenditures would include equipment upgrades to

1) TEP-owned transmission or distribution system components or 2) assets that TEP may

not own but are installed on customer premises, financially supported by investments TEP

26

A.

A.

A.

makes outside of the DSM programs, and recovered through customer payments. The
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l

2

3

high-efficiency equipment would have to provide at least 15 percent lower losses or 15

percent better energy utilization than other equipment that would perform the same

function. The installed cost of the high efficiency equipment could not exceed 120

4 percent of the installed cost of the other equipment.

5

6 Q-

7

Does Staff agree with including an Efficiency Enhanced Financial Incentive in the

DSM Adjustor Mechanism?

8

9

10

No. Staff recommends that an Efficiency Enhanced Financial Incentive not be pal't of the

DSM Adjustor Mechanism. TEP should not need an extra incentive to install energy-

efficient equipment that is cost-effective.

11

12 Q- Please describe the DSM Performance Incentive.

13

14

15

16

17

18

19

20

21

A Performance Incentive allows customers and the utility to share the overall net benefits

of the DSM portfolio. TEP proposes that customers receive 90 percent and TEP receive

10 percent of the net benefits of the DSM portfolio, excluding the Low-Income

Weatherization program, the Educational and Outreach program, and the Direct Load

Control program. The Performance Incentive would be capped at 10 percent of reporting

period DSM spending. Staff notes that Exhibit TNI-I-6 to Mr. Hansen's testimony is not

consistent with page 14 of his testimony in that the Exhibit includes net benefits of the

Direct Load Control program and budgeted spending instead of reported spending in the

sample calculation of the Performance Incentive.

22

23 Q- How would theDSM Performance Incentive operate?

24

25

26

A.

A.

A. The Perfonnance Incentive would start after the first full year of implementation of the

DSM Adjustor Mechanism so that DSM programs can ramp up. The net benefits would

be calculated for each reporting period, and the Performance Incentive would be included
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1

2

in the annual true-up of the DSM Adjustor Mechanism. The net benefits would be

verified through measurement and evaluation.

3

4 Q- Does Staff agree with including a DSM Performance Incentive in the DSM Adjustor

Mechanism?5

6 Yes. Staff recommends that the DSM Adjustor Mechanism include a Performance

7

8

9

Incentive based on 10 percent of net benefits, with a cap of 10 percent of reporting period

DSM spending. The Low-Income Weatherization program, the Educational and Outreach

program, and the Direct Load Control program would not be included in the calculation.

10

11 Q- Does Staff have any further recommendation regarding the DSM Performance

12 Incentive"

13 Yes.

14

15

Staff recommends that TEP provide Staff with workpapers and input data

substantiating the numbers for net benefits and performance incentives that are included in

its semi-annual DSM reports.

16

17 Q- Is TEP proposing to include interest in the DSM Adjustor account?

18

19

No. Mr. Hansen states in his testimony (page 10, lines 18-19) that interest would not

accrue on the DSM accounts because the use of the annual true-up should provide a

20 balance between over-recovery in some years with under-recovery in some years.

21

22 Q- Does Staff agree with TEPabout interest?

23

24

25

26

A.

A.

A.

A.

Most likely, Mr. Hansen is correct about a balance between over-recovery and under-

recovery. However, Staff is concerned that projections could potentially be higher than

actual DSM spending, especially during ramp-up times, resulting in an over-collected

account balance. Therefore, Staff recommends that TEP should be required to apply
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1 interest whenever an over-collected balance results in a refund to customers. The interest

2

3

rate should be based on the one-year Nominal Treasury Constant Maturities rate contained

in the Federal Reserve Statistical Release H-15. The interest rate should be adjusted

4 annually on the first business day of the calendar year.

5

6 Q- How would the DSM Adjustor Mechanism be applied to customer bills?

7 The DSM Adjustor Mechanism would result in a per-kWh line item on customer bills. If

8

9

a customer has a flat energy rate, the DSM Adjustor rate would be applied as a flat energy

rate. If a customer has a tiered rate, the DSM Adjustor rate would also be tiered.

10

11 Q. When would the DSM Adjustor rates be reset?

12

13

14

The DSM Adjustor rates would be reset annually on June l of each year, beginning June

1, 2009. Staff recommends that TEP file an application by April l of each year for

Commission approval to reset the DSM Adjustor rates.

15

16 Q- How would the DSM Adjustor rates be calculated?

17

18

19

20

21

22

23

24

The total amount to be recovered through the DSM Adjustor would be calculated by

projecting DSM costs for the next year, adjusted by the previous year's over- or under-

collection, and adding the revenue to be recovered from the DSM Performance Incentive.

The total amount to be recovered would be divided by the appropriate tiered and flat

prob ected retail sales (kph) for the next year to calculate the per-kWh rates. As proposed

by TEP, there would be three tiers of DSM Adjustor rates. The first tier rate would be

zero, and the third tier rate would be three times the second tier rate. The tiers would be

applied as shown in the following table.

25

26

A.

A.

A.

1



customers with flat energy rates

Customers
First Tier

($0x)
Second Tier

($1x)
Third Tier

($3x)
residential let 500 kph next 3,000 kph over 3,500 kph
nonresidential let 500 kph next 54>500 kph over 55,000 kph

all kph
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1

2 Q- When should the DSM Adjustor Mechanism begin operation?

3 TEP is requesting that the DSM Adjustor Mechanism and the DSM Portfolio be effective

4 simultaneously.

5

6 Q- Does Staff agree?

7 No. Staff recommends that the DSM Adjustor Mechanism become effective when rates

8 from this rate case become effective. The DSM Portfolio should become effective when it

9

10

11

12

13

is approved in its own docket. TEP should continue to fund existing DSM programs as it

has been doing (almost $4 million). In addition, after the Commission approves the REST

tariff (discussed later in this testimony), TEP should have sufficient funds for renewables

so that the $2.25 million of DSM funding that had been diverted to renewables can revert

back to DSM.

14

15 Q. On what funding level would the initial DSM Adjustor rates be based?

16

17

18

19

20

21

TEP requests that 100 percent of the costs for existing programs and 25 percent of the

costs of new programs as proposed in Docket No. E_01933A_07_0401 be included for

recovery through the initial DSM Adjustor. Therefore, $6,384,625 of the $12,362,500

budget would be included in the initial adjustor. Staff finds the initial funding level of

$6,384,625 to be reasonable. The proposed budget amounts are shown in the following

table.

22

A.

A.

A.



DSM Program
1 st Year
Budget

Percentage
Amount in
Initial DSM

Adjustor
Education and Outreach (existing) $651,000 100 $651,000

$3,200,000Residential New Construction (existing) $3,200,000 100

Shade Tree (existing) $160,000 100 $160,000
Low-Income Weatherization (existing)
Residential HVAC Replacement (new)

$381,000 100

$500>000 25

Efficient Commercial Building Design (new) $800,000 25

Non-residential Existing Facilities (new)

Total Amount in Initial Aayustor $6, 384, 625

$381,000
$125,000
$200,000
$175,000
$175,000
$325,000
$992,625

$700,000 25

Compact Fluorescent Lamp Buydown (new) $700,000 25

Small Business DSM (new) $1,300,000 25

Direct Load Control (new) $3,970,500 25

Direct Testimony of Barbara Keene
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1

2 Q- What would be the initial DSM Adjustor rates?

3

4

TEP proposes that the initial second-tier DSM Adjustor Rate be set at $0.000625 per kph.

The initial third-tier rate would be $0.001875 per kph. Staff finds the proposed initial

5 DSM Adj Astor rates to be reasonable.

6

7 How would the initial DSM Adjustor rates impact customer bills?

8

9

10

For a residential customer using 960 kph per month (average usage), the initial DSM

Adjustor rates would result in a monthly charge of $0.29 or $3.48 per year. A small

commercial customer using 3,250 kph in a month would pay a monthly charge of $1.72

11 or $20.64 per year.

12

13 Q- How can Staff and the Commission monitor TEP's DSM efforts?

14

15

16

17

18

A.

A.

A. TEP currently provides semi-annual reports on DSM in the Resource Planning dockets.

Staff recommends that, in place of those DSM reports, TEP tile semi-annual DSM reports

in Docket No. E-01933A-07-0401 (TEp's DSM Portfolio docket) by March 1 (for period

ending December 31) and September 1 (for period ending June 30) of each year. The

reports should contain, at a minimum, the following information separately for each
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1

2

3

4

5

program: a brief description of the program, predetermined program goals, objectives, and

savings targets, the level of customer participation, costs incurred during the reporting

period disaggregated by type of cost (such as administrative costs, rebates, and monitoring

costs), a description of evaluation and monitoring activities and results, kW and kph

savings, benefits and net benefits in dollars, any program-specific performance incentive

6

7 modifications .

calculations, problems encountered

Findings firm all

and proposed solutions, and proposed program

research projects and other significant information

8 should be included.

9

10 RECOVERY OF RENEWABLE RESOURCE COSTS

11 Q. What type of renewable energy standard does TEP currently face?

12 TEP is currently required to meet the Environmental Portfolio Standard ("EPS").

13

14 Q- What is theEPS?

15

16

17

18

19

The EPS, embodied in A.A.C. R14-2-l618, was approved by the Commission in 2001.

The EPS requires load-serving entities to derive a portion of the retail energy they sell

from solar resources or environmentally friendly renewable electricity technologies. The

portfolio percentage increases annually. It was 1.05 percent in 2006 and became l.l

percent in 2007, with at least 60 percent from solar resources.

20

21 Q- How is the EPS funded?

22

23

24

25

26

A.

A.

A. The costs of the EPS are recovered through the System Benefits Charge and through the

Environmental Portfolio Surcharge Rider No. 6, approved by Decision No. 63353 on

February 8, 2001. The surcharge is currently set at $0.000875 per kph with monthly caps

per service of $0.35 for residential customers, $13.00 for non-residential customers, and

$39.00 for non-residential customers with demands of 3,000 kW or more.
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1 Q- How much fundingdid TEP have for renewable resources during the test year?

2

3

4

5

6

According to TEP's semi-amiual renewables report, TEP received a total of $5,228,952 in

revenue in 2006 for renewable resources, including $2,683,467 through the EPS

surcharge, $2,460,000 in System Benefits, and $85,485 from its GreenWatts program.

According to TEP's Annual Environmental Portfolio Surcharge Report, the EPS surcharge

collected $2,759,766 during 2007.

7

8 Q. Are the EPS rules still in effect?

9

10

11

12

13

14

As of this filing, the EPS rules are still in effect for TEP. However, the Commission

adopted the Renewable Energy Standard and Tariff ("REST") rules on November 14,

2006 in Decision No. 69127. After certification by the Office of the Arizona Attorney

General, the REST rules went into effect on August 14, 2007. The REST rules are

intended to replace the current EPS rules. The Commission has been replacing the

requirements of the EPS rules with the requirements of the REST rules as it approves the

REST Implementation Plan for each utility.15

16

17 Q- Has the Commission approved TEP's REST implementation Plan"

18

19

20

Not as of the date of this testimony. TEP filed its REST Implementation Plan in Docket

No. E-01933A-07-0594.

21 Q. What do the REST rules require of a utility in regard to a tariff?

22

23

A.

A.

A.

A. The REST mies require a utility to file with the Commission a tariff in substantially the

same form as the Sample Tariff within 60 days of the effective date of the rules.

1
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1 Q. Has TEP filed its proposed REST tariff?

2 Yes. TEP filed its proposed REST tariff with its Implementation Plan in Docket No. E-

3 01933A-07-0594.

4

5 Q- What did TEP propose in regard to cost recovery in Docket No. E-01933A-07-0594?

6 TEP proposed both a REST Tariff and a REST Adjustor Mechanism in Docket No. E-

01933A-07-0594.7

8

9 Q.

10

What does Staff recommend regarding the proceeding to be used for addressing

TEP's proposed REST Adjustor Mechanism?

11

12

13

14

15

16

Staff believes tha t  the proposal establishment  of a  new adjustor  mechanism is  best

addressed in a general rate case. Therefore, Staff is addressing TEP's proposed REST

Adjustor Mechanism in this rate case proceeding instead of in the Implementation Plan

proceeding. However ,  only the es tab lishment  of  the adjus tor  mechanism will  be

addressed here. The rates to be charged through the REST tariff and ultimately through

the adjustor mechanism will be addressed in the Implementation Plan proceeding.

17

18 Q- What does Staff recommend regarding the recovery of renewable energy costs?

19

20

21

22

23

24

Staff recommends that the Environmental Portfolio Surcharge or the subsequent REST

Tariff, if approved, become an adjustment mechanism. The initial amount of this adjustor

rate would be the same as contained in the current tariff, including caps. An adjustment

mechanism would allow an easy process for future funding changes. Although Staff

recommends an adjustor mechanism for renewables, Staffs proposed adjustor mechanism

differs from the mechanism that TEP has proposed in the REST Implementation Plan

25 docket.

26

A.

A.

A.

A.
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1 Q- How would Staff's proposed REST Adjustor Mechanism work?

2 TEP would be able to file an application for Commission approval to change the REST

3 Adjustor rate and caps.

4

5 Q-

6

How does Staffs proposed REST Adjustor Mechanism differ from TEP's proposed

Adjustor Mechanism?

7

8

9

10

There are two significant differences. TEP's REST Adjustor Mechanism includes a

Performance Incentive, Staffs REST Adjustor Mechanism does not include a Performance

Incentive. TEP's REST Adjustor rate would change automatically based on a formula,

while Staffs REST Adjustor rate would only change with Commission approval.

11

12 Q. Why does Staff not include a Performance Incentive in its REST Adjustor

Mechanism?13

14 Staff believes that TEP does not need a Performance Incentive for renewables because the

15 costs of renewable are being paid for by ratepayers.

16

17 Q~ Why does Staff not want the REST Adjustor rates to change automatically based on

a formula?18

19

20

21

Staff does not believe that the rates should change automatically because these dollar

amounts are large and could have a significant impact on customers. The Commission

should have the right to determine the amount and timing of the impact.

22

23 Q- If approved, how would the REST Adjustor rate be assessed to customers?

24

25

The Environmental Portfolio Surcharge is currently billed as a separate line item on TEP

customer bills. Staff recommends that the REST Adjustor rate be billed as a separate line

26

A.

A.

A.

A.

A.

item on customer bills.
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1 SUMMARY OF STAFF RECOMMENDATIONS

2 Q. Please summarize Staff's recommendations.

3 Staff recommends that a DSM Adjuster Mechanism be established for TEP.

4

5 Staff recolmnends that an Efficiency Enhanced Financial Incentive not be part of the DSM

6 Adjustor Mechanism.

7

8 Staff recommends that the DSM Adjustor Mechanism include a Performance Incentive

9 based on 10 percent of net benefits, with a cap of 10 percent of reporting period DSM

10 spending .

11

12

13

Staff recommends that TEP provide Staff with workpapers and input data substantiating

the numbers for net benefits and performance incentives that are included in its semi-

14 annual DSM reports.

15

16

17

18

Staff recommends that TEP apply interest whenever an over-collected balance of the DSM

Adjustor account results in a refund to customers. The interest rate should be based on the

one-year Nominal Treasury Constant Maturities rate contained in the Federal Reserve

19 Statistical Release H-15. The interest rate should be adjusted annually on the first

20 business day of the calendar year.

21

22

23

Staff recommends that TEP file an application by April 1 of each year for Commission

approval to reset the DSM Adjustor rates.

24

25 Staff recommends that the DSM Adjustor Mechanism become effective when rates from

26

A.

this rate case become effective,
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l Staff recommends that the initial funding level of the DSM Adjustor be 36,384,625 .

2

3

4

Staff recommends that the initial DSM Adjustor rates be set at $0.0 per kph for the first

tier, $0.000625 per kph for the second tier, and $0.001875 per kph for the third tier.

5

6

7

8

9

Staff recommends that TEP file, in place of existing semi-annual DSM reports, semi-

am1ua1 DSM reports in Docket No. E_01933A_07_0401 by March 1 (for period ending

December 31) and September 1 (for period ending June 30) of each year. The reports

should contain, at a minimum, the items discussed in this testimony.

10

11 Staff recommends that the Environmental Portfolio Surcharge or the subsequent REST

12 Tariff, if approved, become a REST Adjustor Mechanism.

13

14

15

16

Staff recommends that the initial rates of the REST Adjustor Mechanism be the same as

the rates contained in the Environmental Portfolio Surcharge or the REST Tariff,

whichever one is in effect when rates from this rate case become effective.

17

18 Staff recommends that the REST Adjustor Mechanism not include a Performance

19 Incentive.

20

21 Staff recommends that the REST Adj Astor rates only change with Commission approval.

22

23 Staff recommends that the REST Adjustor rate be billed as a separate line item on

24 customer bills.

25
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1 Does this conclude your direct testimony"

2 A.

Q.

Yes, it does.
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RESUME

BARBARA KEENE

Education

B.S.
M.P.A.
A.A.

Political Science, Arizona State University (1976)
Public Administration, Arizona State University (1982)
Economics, Glendale Community College (1993)

Additional Training

Management Development Program - State of Arizona, 1986-1987
UPLAN Training - LCG Consulting, 1989, 1990, 1991
various seminars, workshops, and conferences on ratemaking, energy efficiency, rate

design, computer skills, labor market. infonnation, training trainers, and Census
products

Employment History

Arizona Corporation Commission, Utilities Division, Phoenix, Arizona: Public Utilities
Analyst Manager (May 2005-present). Supervise the energy portion of the
Telecommunications arid Energy Section. Conduct economic and policy analyses of public
utilities. Coordinate working groups of stakeholders on various issues. Prepare Staff
recommendations and present testimony on electric resource planning, rate design, special
contracts, energy efficiency programs, and other matters. Responsible for maintaining and
operating UPLAN, a computer model of electricity supply and production costs.

Arizona Corporation Commission, Utilities Division, Phoenix, Arizona: Public Utilities
Analyst  V (October 2001-May 2005), Senior Economist (July 1990-October 2001),
Economist II (December 1989-July 1990), Economist I (August 1989-December 1989).
Conduct economic and policy analyses of public utilities. Coordinate working groups of
stakeholders on various issues. Prepare Staff recommendations and present testimony on electric
resource planning, rate design, special contracts, energy efficiency programs, and other matters.
Responsible for maintaining and operating UPLAN, a computer model of electricity supply and
production costs.

Arizona Department of Economic Security, Research Administration, Economic Analysis
Unit: Labor Market Information Supervisor (September 1985-August1989), Research and
Statistical Analyst (September 1984-September 1985), Administrative Assistant (September
1983-September 1984). Supervised professional staff engaged in economic research and
analysis. Responsible for occupational employment forecasts, wage surveys, economic
development studies, and over 50 publications. Edited the monthly Arizona Labor Market
InformationNewsletter, which was distributed to about 4,000 companies and individuals.
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Testimony

Resource Planning for Electric Utilities (Docket No. U-0000-90-088), Arizona Corporation
Commission, 1990, testimony on production costs and system reliability.

Trico Electric Cooperative Rate Case (Docket No. U-l46l-91-254), Arizona Corporation
Commission, 1992, testimony on demand-side management and time-of-use and intenuptible
power rates.

Navopache Electric Cooperative Rate Case (Docket No. U-l787-91-280), Arizona Corporation
Commission, 1992, testimony on demand-side management and economic development rates.

Arizona Electric Power Cooperative Rate Case (Docket No. U-l773-92-214), Arizona
Corporation Commission, 1993, testimony on demand-side management, intenuptible power, and
rate design.

Tucson Electric Power Company Rate Case (Docket Nos. U-1933-93-006 and U-1933-93-066)
Arizona Corporation Commission, 1993, testimony on demand-side management and a
cogeneration agreement.

Resource Planning for Electric Utilities (Docket No. U-0000-93-052), Arizona Corporation
Commission, 1993, testimony on production costs, system reliability, and demand-side
management.

Duncan Valley Electric Cooperative Rate Case (Docket No. E-01703A-98-0431), Arizona
Corporation Commission, 1999, testimony on demand-side management and renewable energy.

Tucson Electric Power Company vs. Cyprus Sienna Corporation, Inc. (Docket No. E-0000I-99-
0243), Arizona Corporation Commission, 1999, testimony on analysis of special contracts.

Arizona Public Service Company's Request for Variance (Docket No. E_01345A-01_0822),
Arizona Corporation Commission, 2002, testimony on competitive bidding.

Generic Proceeding Concerning Electric Restructuring Issues (Docket No. E-00000A_02-0051),
Arizona Corporation Commission, 2002, testimony on affiliate relationships and codes of
conduct.

Tucson Electric Power Company's Application for Approval of New Partial Requirements
Service Tariffs, Modification of Existing Partial Requirements Service Tariff 101, and
Elimination of Qualifying Facility Tariffs (Docket No. E-01933A_02-0345) and Application for
Approval of its Stranded Cost Recovery (Docket No. E-01933A-98-0471), Arizona Corporation
Commission, 2002, testimony on proposals to eliminate, modify, or introduce tariffs and
testimony on the modification of the Market Generation Credit.

Arizona Public Service Company's Application for Approval of Adjustment Mechanisms (Docket
No. E-01345A-02-0403), Arizona Corporation Commission, 2003, testimony on the proposed
Power Supply Adjustment and the proposed Competition Rules Compliance Charge.
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Generic Proceeding Concerning Electric Restructuring Issues, et al (Docket No. E-00000A-02-
0051, et al), Arizona Corporation Commission, 2003-2005, Staff Report and testimony on Code
of Conduct.

Arizona Public Service Company Rate Case (Docket No. E-01345A-03-0437), Arizona
Corporation Commission, 2004, testimony on demand-side management, system benefits,
renewable energy, the Returning Customer Direct Assignment Charge, and service schedules.

Arizona Electric Power Cooperative Rate Case (Docket No. E_01773A_04-0528), Arizona
Corporation Commission, 2005, testimony on a fuel and purchased power cost adjustor, demand-
side management, and rate design.

Trico Electric Cooperative Rate Case (Docket No. E-0146lA-04-0607), Arizona Corporation
Commission, 2005, testimony on the Environmental Portfolio Standard, demand-side
management, special charges, and Rules, Regulations, and Line Extension Policies.

Arizona Public Service Company (Docket Nos. E_01345A-03_0437 and E-01345A_05_0526),
Arizona Corporation Commission, 2005, testimony on the Plan of Administration of the Power
Supply Adjustor.

Arizona Public Service Company Emergency Rate Case (Docket No. E-01345A-06-0009),
Arizona Corporation Commission, 2006, testimony on bill impacts.

Arizona Public Service Company Rate Case (Docket Nos. E-01345A-05_0816, E-01345A-05-
0826, and E-01345A_05-0827), Arizona Corporation Commission, 2006, testimony on funding
for renewable resources, net metering, green pricing tariffs, and a Power Supply Adjustor
surcharge.

Tucson Electric Power Company Filing to Amend Decision No. 62103 (Docket No. E-01933A-
05-0650), Arizona Corporation Commission, 2007, testimony on demand-side management, time-
of-use, direct load control, and renewable energy.

Consideration, Pursuant to A.R.S. § 40-252 to Modify Decision No. 67744 Relating to the Self-
Build Option (Docket No. E-01345A-07_0420), Arizona Corporation Commission, 2008,
testimony on the self-build option for Arizona Public Service Company.

Sempra Energy Solutions Application for Certificate of Convenience and Necessity (Docket No.
E-03964A-06-0168), Arizona Corporation Commission, 2008, testimony on the overall fitness of
Sempra Energy Solutions to provide competitive retail electric service in Arizona.

Publications

Author of the following articles published in the Arizona Labor Market Information Newsletter:

"1982 Mining Employees - Where are They Now?" - September 1984
"The Cost of Hiring" and "Arizona's Growing Industries" - January 1985
"Union Membership - Declining or Shifting?" _ December 1985
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"Growing Industries in Arizona" - April 1986
"Women's Work?" - July 1986
"1987 SIC Revision" - December 1986
"Growing and Declining Industries" - June 1987
"1986 DCT Supplement" and "Consumer ExpenditureSurvey" - July 1987
"The Consumer Price Index: Changing With the Times" - August 1987
"Average Annual Pay" - November 1987
"Annual Pay in Metropolitan Areas" - January 1988
"The Growing Temporary Help Industry" - February 1988
"Update on the Consumer Expenditure Survey" - April 1988
"Employee Leasing" - August 1988
"Metropolitan Counties Benefit from State's Growing Industries" - November 1988
"Arizona Network Gives Small Firms Helping Hand" - June 1989

Major contributor to the following books published by the Arizona Department of Economic
Security:

Annual Planning Information - editions firm 1984 to 1989
Hispanics in Transition - 1987

(with David Berry) "Contracting for Power," Business Economics, October 1995.

(with Robert Gray) "Customer Selection Issues," NRRI Quarterly Bulletin, Spring 1998.

Reports

(with Task Force) Report of the Task Force on the Feasibility of Implementing Sliding Shale
Hookup Fees. Arizona Corporation Commission, 1992.

Customer Repayment of Utility DSM Costs, Arizona Corporation Commission, 1995 .

(with Working Group) Report of the Participants in Workshops on Customer Selection Issues,"
Arizona Corporation Commission, 1997.

"DSM Workshop Progress Report," Arizona Corporation Commission, 2004.

(with Erin Casper) "Staff Report on Demand Side Management Policy," Arizona Corporation
Commission, 2005 .

"Staff Report on Interconnection for the Generic Investigation of Distributed Generation,"
Arizona Corporation Commission, 2007.
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EXECUTIVE SUMMARY
TUCSON ELECTRIC POWER COMPANY

DOCKET nos. E-01933A-07-0402 AND E-01933A-05-0650

Class Cost of Service Study (CCOSS) -.- The allocation using the Average and Peaks
method is reasonable given that the vast majority of Tucson Electric Power Company's costs
are for the support and use of its production power plants. The CCOSS should be modified
to reflect 1) Staffs adjusted net fuel and purchased power expense and 2) the elimination of
transmission related expenses in the CCOSS to be consistent with the Company's removal of
transmission revenues in the CCOSS. When these two adjustments are made, the CCOSS
provides a reasonable basis to allocate revenues.

Time of Use (TOU)Rates .- Mandatory TOU rates for customers should not be implemented
given that most usage for most customers is so small that they either will be unable to shift
usage or will be unable to shift enough usage to justify the added expense of a new meter.

TOU Time Periods The time periods selected by the Company are reasonable and
coincide with those in the marketplace and with those of other neighboring utilities.

Inclining Block Rate Structure - I agree with the introduction of the inclining block rates
for the Residential and Small General Service classes. To the extent practical, I adopted the
Company's proposal, and in some cases, Iwis even able to increase the differential proposed
by the Company. For example, for R-ol and GS-10, I increased the differential between
initial block and tail block from 1.5 cents per kph to 3.0 cents per kph.

Customer Charges .- The customer charges proposed by the Company are slightly too high
as they recover more money than that indicated by the CCOSS. Balancing rate impacts and
the cost to serve as indicated by the CCOSS, I recommend increasing the customer charge for
the Residential Service Class from $4.90 per month to $7.00 per month, an increase of $2.10
per month or 42.8 percent. For the Small General Service Class, I recommend that the
customer charge increase from $5.88 per month to $8 per month, an increase of $2.12 per
month or 36.1 percent. For the remaining classes, I accepted the customer charges proposed
by the Company as they are supported by the CCOSS .

Unbundling .- The Company has not shown that its proposed unbundled rates are reasonable
in today's regulatory regime. Complete unbundling, as contemplated by the Comlnission's
electric competition rules, is unlikely to be helpful given TEP's position in the market as a
monopoly. There are certain cost elements that should be shown on the bill: a customer
charge, energy charges, demand charges for some customer classes, a DSM charge, a PPFAC
charge, and a charge to support the renewable resource costs (known as the REST).

Transmission - OATT Rate - The Company has removed transmission rate base and
expenses from its retail cost of service. The Company proposes to have retail customers pay
transmission costs based on the FERC-approved rate as a separate component on the bill.
The Company also proposes a Transmission Cost Adjustment (TCA) which is designed to
true-up revenue collection to match the Company's transmission and ancillary service
expenses. Neither of these requests is reasonable. They are unnecessary because Staff has
recommended that TEP return to exclusivity of service for its retail customers, and the
Arizona Corporation Commission has jurisdiction on setting retail rates. Expenses for



transmission service are just one component of that retail rate and should not be separated.
Staff will update its case to tilly reflect its position on this issue at the time of its surrebuttal
testimony.

Base Cost of Fuel and Purchased Power .- Staffs adjusted Base Cost of Fuel and
Purchased Power for the 2006 test year is $0.029 (i.e., 2.9 cents) per kph (ACC Jurisdiction
Adjusted).

Staff supports adopting the Miscellaneous Service Fees
proposed by the Company as they are supported by the cost data.
Miscellaneous Service Fees

I
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1 INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3

4

5

6

My name is Frank W. Radigan. I am a principal in the Hudson River Energy Group, a

consulting firm providing services regarding the electric utility industry and specializing

in the fields of rates, planning and utility economics. My office address is 120

Washington Avenue, Albany, New York 12210.

7

8 Q- Please describe your educational background and professional experience.

9

10

11

12

13

14

15

16

17

I received a Bachelor of Science degree in Chemical Engineering from Clarkson College

of Technology in Potsdam, New York (now Clarkson University) in 1981. I received a

Certificate in Regulatory Economics from the State University of New York at Albany in

1990. From 1981 through February 1997, I served on the Staff of the New York State

Department of Public Service ("DPS") in the Rates and System Planning sections of the

Power Division. My responsibilities included resource planning and the analysis of rates,

depreciation rates, and tariffs of electric, gas, water, and steam utilities in the State and

encompassed rate design and performing embedded and marginal cost of service studies

as well as depreciation studies.

18

19

20

21

22

23

24

25

Before leaving the DPS, I was responsible for directing all engineering staff during major

proceedings, including those relating to rates, integrated resource planning, and

environmental impact studies. In February 1997, I left the DPS and joined a firm called

Louis Berger ac Associates as a Senior Energy Consultant. In December 1998, I formed

my own Company. In my 25 years of experience, I have testified as an expert witness in

utility rate proceedings on more than 60 occasions before various utility regulatory bodies,

including this Commission, the Nevada Public Utility Commission, the New York State

Public Service Commission, the New York State Department of Taxation and Finance, the26.

A.

A.
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1 Vermont Public. Service Board, the Connecticut Department of Utility Control, the Rhode

2 Island Public Utilities Commission, the Michigan Public Service Commission, and the

3 Federal Energy Regulatory Commission.

4

5 Q.

6

Have you prepared an attachment summarizing your educational background and

regulatory experience?

7 Yes. Attachment FWR-I provides details concerning my experience and qualifications.

8

9 Q- On whose behalf are you appearing?

10 I am appearing on behalf of the Arizona Corporation Commission ("ACC" or

11 "Commission") Utilities Division Staff ("Staff').

12

13 Q. Have you prepared any exhibits to be filed with your testimony?

14 Yes.

15

16

17

18

I prepared Attachments PWR-2 through FWR-5, which are attached to my

testimony. Attachment FWR-2 shows the recommended revenue allocation and rate

design. Attachment FWR-3 shows Staff's bill impact analysis, showing the impactor

Staffs recommended base rate increase over a variety of representative usage levels for

customers in each customer class. Attachment FWR-4 shows a bill impact analysis from

TEP's current rates, which include the Fixed CTC. Attaclnnent FWR-5 shows Staffs19

20 proof of revenue.

21

22 Q. What~is the scope of your testimony in this case"

23 I will address the class cost of service study, revenue allocation, and the proposed rate

24

A.

A.

A.

A.

design.
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1 Q. Have you reviewed the rate design proposals submitted by the Company in this case?

2 Yes. I reviewed Company witness Erdwunn's testimony. Mr. Erdwurm is sponsoring a

3 number of rate design changes.

4

5 CLASS COST OF SERVICE STUDY

6 Q. What is the purpose of a Class Cost of Service Study ("CCOSS")?

7

8

9

10

11

12

13

The purpose of a CCOSS or embedded cost of service study (ECOS) is to assign the

historic costs incurred by the utility to each of the service classifications of the utility in

order to determine the relative profitability of each of the service classifications to the

overall average. By doing this, the analyst may re-allocate revenue responsibility amongst

classes so that each of the service classifications is providing its fair share of costs and is

not subsidizing other service classifications. Any re-allocation of revenue responsibility

must be tempered by customer impact concerns.

14

15 Q-

16

Have you reviewed the CCOSS model and inputs presented by the Company in this

proceeding"

17

18

19

20

21

22

23

24

25

26

A.

A.

A. Yes, the model accurately assigns costs by the assumed allocation factors and summarizes

them by function. The use of the Average and Peaks method to allocate production costs

is reasonable given that the vast majority of the Company's costs are production-related

and the Company has a preponderance of coal-fired capacity. The Average and Peaks

Method is made up of two components: an average demand component (with a percentage

weight of the system load factor) and a peak demand component (with a percentage

weight of one minus the system load factor). While there are many theories and methods

to allocate production-related plant, the average and peaks method tries to recognize that

the system must have adequate capacity to satisfy demand at the time of the peak and that

utilities try to satisfy the energy supply over the course of the year with the most

4 .
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1 economical supply available. Thus, the average and peaks method recognizes that classes

of customers should receive some allocation of costs reflecting both a contribution to peak2

3 and an average demand component to recognize that different types of capacity base

4

5

6

7

8

9

10

load, intermediate and pealing capacity .- are installed depending on energy use and the

duration of load. Since base load capacity generally has a relatively high capital cost but a

relatively low running (incremental O8LM and fuel) cost, the average total cost per kph,

which is the sum of capital cost and rumping cost, falls as the utilization of the base load

capacity increases. For example, while coal plants have high capital costs, they have low

operating costs, and one must use an allocator that recognizes both. Schedule G-6, page 3

of 4, shows the results of the classification and allocation for each of the service

classifications and for the utility as a whole, using the Company's proposed rate of return11

12 by service classification.

13

14 Q- Do you have any changes to what the Company proposed?

15 While reasonably developed, there are two aspects of the CCOSS that I would adjust.

16 First as described in the direct testimony of Staff witness Ralph Smith, Staff has adjusted

17

18

19

the fuel and purchased power expenses and reflected the net margin on Short Term Sales

in the determination of TEP's base rate revenue requirement. Staff has also reflected 10

percent of the positive net margin on Wholesale Trading Activity in its determination of

the base rate revenue requirement for TEP. Staff s adjustments should be reflected in the20

21 CCOSS.

22

23 Staffs second adjustment relates to transmission. The Company has made a jurisdictional

24 allocation of transmission costs and has proposed to have a separate transmission rate. As

25 such, it has removed transmission-related revenues from the retail rate revenues. It did

26

A.

not, however, remove the transmission-related costs from the test year revenues in the
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1 CCOSS.

2 and the

The CCOSS should be consistent in its treatment of both revenues and expenses

Company should have either left transmission revenues in or taken the

3 transmission expense out.
!

4

5 Q-

6

Does your recommendation on adjusting transmission expenses in the CCOSS relate

to the your recommendations on the unbundling of rates"

7 No. The adjustment in the CCOSS is to ensure that the indicated rates of return are

8

9

10

11

12

13

accurate. Removing some revenues but not their associated expense distorts the indicated

rates of return amongst the service classes. In this case, it was a transmission related

expense but it could have been any expenses item. In fact, I could have just as easily

added transmission revenues to reflect the change. From a CCOSS perspective the

revenue and expenses should either both be in or both be out. This has nothing to do with

the unbundling of rates.

14

15 Q- What is the impact of your adjustments?

16

17

18

19

20

The table below shows the rates of return and indexed rates of return by service

classification for the Company's study, both as filed and as adjusted based on my

recommendations. An indexed rate of return is the rate of return for the service

classification divided by the overall average rate of return for the Company. The closer

the indexed return is to 1.0, the closer the service classification is to providing the overall

21

A.

A.

rate of return.



Service Classification

Company CCOSS

Rate of Return

Indexed Rate

of Return

Staff CCOSS

Rate of Recur

Indexed Rate

of Return

Residential ~4.0% 2,98 3.61% 0.47

General Service 7.7% -5.77 16.72% 2.19

Large Power Service -11.4% 8.52 4.76% 0.63

Mines 36.0% 26.82 -l5.49% -2.03

Lighting 0.9% -7.01 313% 0.49

Public Authorities 8.1% 6.06 -0.30% -0.04

Overall -1.3% 1 .00 7.62% 1.00
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1

2

3

4

5

6

7

8

9

10

11

12 Q, Please comment on the impact of the changes.

13

14

15

16

17

The changes will bring each of the various class rates of return much closer to the overall

rate of return. For example, while the Large Power Service class was earning well below

the rate of return in the Company's CCOSS, my adjustments bring its earning almost to

parity. The General Service Class, which was earning almost six times the overall average

rate of return, now earns twice the overall average. These results still show that a re-

allocation of revenues amongst service classes is necessary in order to bring the various18

19 class rates of return closer to parity.

20

21 Q- What do you recommend with respect to revenue allocation?

22

23

24

Staffs recommended base rate increase is $9.766 millionl The Fixed CTC of $000962

per kph (on average) is currently being charged by TEP to customers, however, it will

likely expire sometime in 2008. It will then be replaced with True-Up Revenue, as

25 provided in Decision No. 69568. TEP's base rate revenue requirement has been

A.

A.

1 This does not include the impact of TEP corrections to Miscellaneous Service Revenue.
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

calculated by both TEP and Staff without the 2006 test year amount of net Fixed CTC

revenue. Although the collection of Fixed CTC revenue will likely cease before new base

rates for TEP become effective, the Commission has allowed TEP to collect True-Up

Revenue (which is essentially a continuation of the collection of Fixed CTC revenue)

pursuant to Decision No. 69568. If TEP has a base rate revenue deficiency, but part or all

of that deficiency would be offset from the impact of True-Up Revenues, this may impact

the base rates that should be established for TEP. Having TEP's best estimate of the

amount of True Up Revenue expected could also be useful in determining an appropriate

treatment for the True-Up Revenue Because the amount of possible True~Up Revenue

has not been determined, Staff will provide a proposal concerning the treatment of True-

Up Revenue in Staffs surrebuttal filing. Consequently, at this time, I developed a base

rate revenue allocation which is designed to collect approximately $701 million in total

base rate revenue and to bring the earnings of all service classifications within 20 percent

of the overall average rate of return. Except for the Mining Class, which is under contract,

I was able to do this, and the current and proposed revenues per service classification are15

16

17

shown in the table below.

18
Adjusted Present

Net Revenue Excluding
DSI\-'16cCTC Revenue

Proposed Net
Change

Proposed
Percent
Increase

Proposed
Base Rate
Revenue

19

Pricing Plans

Residential Service

General Service

Large Light & Power

Mines

Lighting

Other Public Authorities

Subtotal

$307,535,130

$274,527,378

$53,836,8?l8

$37,730,355

$4,077,304

$13,883,888

531,451,423

$23.174»443

[18_08B,893]

2,1S4.291

0

410,098

2,103,883

3,788,000

7.5471

-B.53Z

4.02%

0.00%

10.08%

15.37%

1.41%

$330,?08,573

$258,441,182

$56,001,188

$37,730,355

$4,487,400

$15,?87,751

701,217,429

z Such information has been requested in Staff data request LA~25-1 .
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l RATE DESIGN

2 A. Time of Use Rates

3 Q- Please address the issue of time ofuse rates (TOU Rates).

4

5

6

7

8

9

10

11

The Company is proposing to include TOU rates to provide a stronger price signal to

customers to shift load out of the critical peak period. Reducing peak means that less

power will be needed when it is most costly. Consequently, less power will have to be

purchased from the spot market during peak times. This will result in savings for the

Company and its customers. TOU customers who "shave" the peak and "fill in" the off-

peak valleys reduce the average price that they pay for electricity. (Erdwurm, page 31).

The Company's proposal is to require TOU rates for all new residential, all small general

service, all new and existing Large General Service, and all existing Large Power Service

customers.12

13

14 Q- Do you agree with the Company's proposal?

15 No. In particular, I disagree with TEP's proposal to make TOU rates mandatory for

customers with relatively low energy usage. While it is the that TOU rates can provide16

17 price signals to customers to shift load, not all customers can or will want to do that. In

18 order to make economic sense, a customer should only shift power to off-peak periods

19 when the price differential is large enough to pay for the cost of the new meter. In

20

21

22

general, customers with large energy use have the best opportunity to move enough power

to off-peak periods to save money and to also pay for the new meter. However, the billing

data provided by the Company shows that 20 percent of all bills are for less than 400 kph

in total. In fact, almost 90 percent of all bills are for usage of less than 2,000 kph per23

24 month. (Schedule H-5, page 1 of 7). Since most bills are for relatively small amounts of

25

26

A.

A.

energy, it is doubtful that these customers could move enough energy from the on-peak

period to the off-peak period to justify the meter expense. That said, these are the types of
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1

2

3

4

customers who would most likely benefit from a TOU rate design. While only 10 percent

of customer bills are for usage above 2,000 kph, this small amount of bills accounts for

over 18 percent of all sales to the Residential Service Classification. These customers are

the ones who are most likely to be able to shift a large amount of usage, and a vigorous

customer education program should be initiated to get these customers to volunteer to5

6 move to TOU rates.

7

8 The Small General Service Classification is similar to the Residential Classification. For

9

10

11

12

13

the Small General Service class, almost 25 percent of all bills are under 400 kph and 58

percent of all bills are for usage under 2,000 kph per month. (Schedule H-5, page 3 of 7).

The 42 percent of the bills that are above 2,000 kph account for 79 percent of all usage

from this service classification. Again, if this small amount of customers could be tapped,

there might be a great potential for shitting usage.

14

15 B. Time of Use Periods

16 Q- Please comment on the Company's proposed determination of TOU periods.

17

18

19

20

21

22

23

24

25

'The Company is proposing that the Summer (May-October) peak be from 2 p.m. to 6 p.m.

with a shoulder period (Noon to 2 p.m. and 6 p.m. to 8 p.m.) on either side of the peak

period, resulting in a total of four hours in the shoulder. Consequently, sixteen hours of

each summer day are not peak under TEP's proposal. For the Winter (November-April),

the Company is proposing a morning peak (6 a.m. to 10 a.m.) and an evening peak (5 p.m.

to 9 p.m.), for a total of eight hours per day of winter on~peak. There is no shoulder in the

winter. Consequently, sixteen hours of each winter day are also not peak. The Company

states that large numbers of off-peak hours offer convenient opportunities for customers to

shift usage out of peak and shoulder periods. (Erdwurm, page 34)

26

A.
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1

2

3

4

5

6

The Company's proposal is reasonable. The proposed summer peak period is sometimes

referred to as the super-peak and consists of the hours when energy costs are at their

highest. Having a shoulder period during the May-October period is an additional benefit

because it encourages customers to move usage away from the Company's peak demand,

which generally occurs around 4 p.m. As such, even if customers cannot move usage to

the off-peak period, they still might be able to shift usage to the shoulder period, which

would be a benefit for transmission and capacity planning.7

8

9 c.

10 Q-

Inclining Block Rate Structure

Please discuss the Company's proposal for an inclining block rate structure for the

residential and small general service customers.11

12

13

14
a

15

16

17

The Company is proposing the introduction of an inverted (or inclining) block structure

aimed at encouraging conservation. Residential and small general service customers

would now be able to purchase their first 500 kph per month at one-cent per kph

discount relative to the second block of consumption (over 500 kph per month). The

third block of consumption (i.e., over 3,500 kph per month) will be priced at a % cent

premium over the second block of consumption. For Small General Service, the same

discounts and premium would apply to that service class' consumption blocks.
The

18

19 Company states that this rate structure would reward customers who are able to conserve

for their efforts. (Erdwurm, page 35 and Schedule H).20

21

22

23

I agree with this recommendation and believe that it should be effectuated to the fullest

extent possible. For Residential R-ol and Small General Service GS-l0, I increased the

differential from 1.5 cents to 3.0 cents per kph.24

25

A.
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1 D. Customer Charges

Please comment on the Company's proposed customer charge increases.2 Q-

3 Per Company witness Erdwurm, the Company is asking to set customer charges at cost-

4 based levels indicated in the CCOSS. The Company states this will help avoid the

5

6

7

8

9

subsidization of low-use customers by high-use customers. While the conservation of

energy is an important policy goal, this goal must be balanced with the ratemaking

principle that those who cause costs should pay a reasonable share of those costs. The

Company states that it seeks to strike this balance through its inverted block rate design

and its proposed customer charges. The Company states that its proposed changes to the

customer charges result in increases of no more than $3.50 per month. (Erdwunn, page10

11 22).

12

13

14

15

16

17

18

19

20

21

Per the CCOSS, the customer component for the Residential Service Classification is

$37.8 million, but the proposed customer charge for this classification collects $38.5

million, which is more than the indicated cost to serve. In addition, when designing rates

for an average base rate increase of approximately 1.4 percent and an average Residential

class base rate increase of approximately 7.54 percent (see the above table), one needs to

consider whether we should be increasing some portions of the rate by 84 percent, as the

Company proposes. While it is not unreasonable to attempt to set the customer charge as

close as possible to the cost to serve, that factor must also be balanced with the resulting

rate impacts. To balance these concerns, I recommend a customer charge of $7.00 for the

R-01 and R-21 rate classes and $9.00 for the R-70 and R-201 rate classes. For R-70 and22

23

24

R-201, these charges are the same as those proposed by the Company. For General

Service (GS-10 and GS-76), I recommend a customer charge of $8.00 as opposed to the

25 $9.00 proposed by the Company.

26

A.
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1 E. Unbundling

2 Q. Please comment on the Company's proposed unbundled rates.

3

4

5

6

7

8

As a practical matter, all of TEP's customers are "Standard Offer" customers that take

fully bundled service. Staff acknowledges that the Commission has made efforts to

implement unbundled rates. The purpose of unbundling in 1999 was to provide an

opportunity for retail competition for certain services. (Erdwunn, page 27). However,

retail competition in the state has not developed. Consequently, under the circumstances

as they exist today, it is unlikely that unbundled rates are necessary, and I therefore

recommend that the Commission adopt bundled rates for TEP,9

10

11

12

13

14

15

16

17

18

The Company has not shown that its proposed unbundled rates are reasonable in today's

regulatory regime. The Company is completely regulated, and in this case, Staff is

proposing that the Commission recognize TEP as an exclusive provider. Because of this,

complete unbundling is unnecessary. The rates shown on the customer's bills should

contain certain elements to inform customers as to what is driving costs. The bill

components recommended by Staff are a customer charge, energy charges, demand

charges for some customer classes, a DSM charge, a PPFAC charge, and a charge to

support the renewable resource costs (known as the REST).

19

20
21

F.
Q.

Transmission
Please comment on the Company's proposal to unbundle transmission costs.

22 A. TEP has proposed a jurisdictional allocation methodology that assigns costs to state or

23 federal jurisdictions. In general, Federal Energy Regulatory Commission ("FERC")

24 regulates interstate transmission rates and wholesale power rates, while the Commission

25 regulates retail rates. Since the advent of direct access, transmission and related ancillary

26

A.

services have been separated from the operation of the local distribution delivery company
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l (TEP in a direct access mode). The base rate revenue requirement proposed by the

2 Company reflects this position, and the Company proposes to have a separate transmission

3 component in the bill equal its FERC Open Access Transmission Tariff rate. (Erdwurm,

4 page 28).

5

6 To support its position, the Company states that the transmission function is open to all

7 users and is subject to FERC jurisdiction. TEP asserts that it cannot receive preferential

8 treatment relative to other firm wholesale customers, even though TEP owns both the

9 local distribution delivery assets and the transmission assets. TEP claims that the

10 separation between the distribution delivery function and the transmission function is Rea] .

11 Mr. Erdwurm states that every professional UniSource Energy and TEP employee

12 receives training on the separation of these functions and the negative consequences of

13 transgression. (Erdwurm, page 28).

14

15

16

17

Staff recommends that the Commission specifically recognize TEP's exclusive right to

serve retail customers in its service territory. Accordingly, there is no need to make a

jurisdictional allocation of transmission costs nor is there a need to track FERC OATT

18 costs through an unbundled transmission rate.

19

20

21

22

23

24

Staff recognizes that the Company has made a jurisdictional allocation in its presentation

of the base rate revenue requirement. Up until this point of the rate case, Staff has not

specifically addressed this jurisdictional allocation issue. As such, the presentation of

Staffs base rate revenue requirement has been consistent with that presented by the

Company. For rate design purposes, I will also be consistent with that presentation and
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1

2

exclude the separate transmission rate proposed by the Company. To fully develop the

record, Staff will clarify its position on the jurisdictional allocation issue of TEP's

transmission costs at the time of its surrebuttal testimony.3

4

5 Q Please discuss TEP's proposal for a Transmission Cost Adjustment mechanism.

6

7

8

9

10

11

12

13

14

The Company also proposes a Transmission Cost Adjustment (TCA) which is designed to

true-up revenue collection to match the Company's transmission and ancillary service

expenses. While TEP notes that a TCA has been approved for Arizona Public Service

Company, it is not a reasonable request here. As noted above, Staff has recommended

that the Commission specifically recognize TEP's exclusive right to serve retail customers

in its service territory, accordingly, there is no need to track FERC OATT costs through

an adjustor mechanism. Finally, one must remember that we are setting retail rates.

Retail customers are not taking FERC jurisdictional service. They are taking retail service

under the rate jurisdiction of this Commission.

15

16 G. Customer Bill Impacts

17 Q. Please discuss your recommended rate design and the related customer bill impacts.

18 Staffs recommended base rate increase is $9.766 million. The Fixed CTC, which

19

20

21

22

23

24

25

averages $000962 per kph, is currently being charged by TBP to customers in the

bundled rate, however, TEP is anticipated to have fully collected its Fixed CTC sometime

in 2008, TEP's collection of Fixed CTC will then be replaced with True-Up Revenue, as

provided in Decision No. 69568. TEP's base rate revenue requirement has been

calculated by both TFP and Staff without the 2006 test year amount of net Fixed CTC

revenue. This presents an issue for evaluating customer bill impacts because the current

rates have the Fixed CTC component embedded in them. To fully present the bill impacts

in this case, I have developed two sets of bills impacts. The first set of bill impacts,26

A.

A.
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1

2

3

Attachment FWR-3, shows the bill impacts of current rates, with the CTC, compared to

proposed rates, net of the CTC. The second set of bill impacts, Attachment PWR-4,

shows the bill impacts assuming that the CTC expires completely in May 2008.

4

5

6

7

8

9

10

11

12

13

The bill impacts resulting iron this design are shown on Attachment FWR-3. The bill

impacts shown are as compared to current rates, net of the CTC arid the proposed rates at

the $701 million base rate revenue requirement (which are also net of the CTC). For a

residential customer, the minimum bill will increase by $2.10 per month, or 43 percent.

For a customer using 500 kph, the bill in a summer month will decrease from $44.96 per

month to $41.53 per month, a 7.6 percent decrease. For a customer using 1,000 kph per

month, in the summer, the bill will decrease from $85.02 to $83.10, a decrease of 2.2

percent. Under the proposed rate design, the more a customer uses, the more he will pay

for electricity. This rate design is therefore consistent with the objective of promoting

14 conservation.

15

16

17

18

19

20

21

For the Small General Service Class, a customer with a minimum bill (Le, nousage) will

see an increase of $2.12 per month, or 36 percent. For a customer using 500 kph, the bill

in a summer month will decrease from $56.82 per month to $42.83 per month, a 22.3

percent decrease. For a customer using 1,000 kph per month, in the summer, the bill will

decrease from $94.40 to $88.38, a decrease of 8.5 percent. Under the proposed rate

design, the more a customer uses, the more he will pay for electricity. This rate design is

therefore consistent with the objective of promoting conservation.22

23

24

25

Turning to Attachment FWR-4, the bill impacts shown are as compared to current rates,

with the CTC and the proposed rates at the $701 million base rate revenue requirement

(which islet of the CTC). For a residential customer, the minimum bill will increase by26
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1

2

3

4

5

6

$2.10 per month, or 43 percent. For a customer using 500 kph, the bill in a summer

month will decrease from $50.36 per month to $41.53 per month, a 17.5 percent decrease.

For a customer using 1,000 kph per month, in the summer, the bill will decrease from

$95.82 to $83.10, a decrease of 13.3 percent. Under the proposed rate design, the more a

customer uses, the more he will pay for electricity. This rate design is therefore consistent

with the objective of promoting conservation.

7

8

9

10

11

12

13

For the Small General Service Class, a customer with a minimum bill (i.e., no usage) will

see an increase of $2.l2 per month, or 36 percent. For a customer using 500 kph, the bill

in a summer month will decrease from $62.73 per month to $43.83 per month, a 30.1

percent decrease. For a customer using 1,000 kph per month, in the summer, the bill will

decrease from $106.22 to $86.38, a decrease of 18.7 percent. Under the proposed rate

design, the more a customer uses, the more he will pay for electricity. This rate design is

therefore consistent with the objective of promoting conservation.14

15

17

The bill impacts also reflect the DSM adjustor rates as presented by Staff Witness Barbara

Keene (an initial second tier DSM adjustor rate of $0.000625 per kph and a third-tier rate

18 The bill impacts also reflect a PPFAC amount equal to

19

of $0.001875 per kph).

3500015395 per kph.

20

21 H. Base Cost of Fuel and Purchased Power

22 Q- What is 'Staff's adjusted Base Cost of Fuel and Purchased Power for TEP for the

23 2006 test year?

24

25

16

ZN

A. Staffs adjusted Base Cost of Fuel and Purchased Power for the 2006 test year is $0,029

(i.e., 2.9 cents) per kph (ACC Jurisdiction Adjusted). Staff witness Ralph Smith supplied

me with Staffs adjusted expenses in the P-PFAC-includible expense accounts that were
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1

2

used to calculate this cost. As described in Mr. Smith's direct testimony, Staff has

proposed a PPFAC mechanism for TEP that would become effective in 2009 and that

varies from the PPFAC proposed by TEP in certain other respects.3

4

5 MISCELLANEOUS SERVICE FEES

6 Q- Please discuss the Miscellaneous Service Fees proposed by TEP and your

7 recommendations for such fees.

8

9

10

11

12

13

14

15

16

17

18

Staff supports adopting the Miscellaneous Service Fees proposed by TEP. The proposed

charges are shown in Company witness Erdwurm's testimony at page 38. The proposed

fees are supported by the Company's cost data, which include direct labor costs, service

center costs, overheads, and vehicle costs where appropriate. The effect of the proposed

changes is to increase miscellaneous service fee revenues from the test year level of $2.5

million to $5.0 million. The single largest reason for this increase in revenue level is the

introduction of a 1.5 percent late fee, which results in an increase of an additional $1.5

million in revenue. An introduction of a late fee is reasonable as it encourages customers

to pay their bills on time and increases the cash flow to the Company. Mr. Erdwurm states

that his proposed fee is consistent with industry standards. Based on my experience, he is

correct. The second largest revenue increase, $0.6 million, results from an increase in the

service connection/reconnection fee. This proposed fee is also reasonable.19

20

21 Q. Does this conclude your direct testimony?

22

A.

A. Yes, it does.
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FRANK W. RADIGAN

B.S., Chemical Engineering -- Clarkson University, Potsdam, New York (1981)

Certificate in Regulatory Economics -- State University of New York at Albany (1990)

1998-Present Principal, Hudson River Energy Group, Albany, NY - Provide research, technical evaluation,
due diligence, reporting, and expert witness testimony on electric, steam, gas and water utilities. Provide
expertise in electric supply planning, economics, regulation, wholesale supply and industry restructuring
issues. Perform analysis of rate adequacy, rate unbundling, cost-of-service studies, rate design, rate
structure and multi-year rate agreements. Perform depreciation studies, conservation studies and proposes
feasible conservation programs.

19974998 Manager Energy Planning, Louis Berger & Associates, Albany, NY - Advised clients on rate
setting, rate design, rate unbundling and performance based ratemaldng. Served a wide variety of clients in
dealing with complexities of deregulation and restructuring, including OATT pricing, resource adequacy,
asset valuation in divestiture auctions, transmission planning policies and power supply.

I98]-1997 Senior Valuation Engineer, New York State Public Service Commission, Albany, NY - Starting as
a Junior Engineer and working progressively through the ranks, served on the Staff of the New York State
Department of Public Service in the Rates and System Planning Sections of the Power Division and in the
Rates Section of the Gas and Water Division. Responsibilities included the analysis of rates, rate design
and tariffs of electric, gas, water and steam utilities in the State and performing embedded and marginal
cost of service studies. Before leaving the Commission, was responsible for directing all engineering staff
during major rate proceedings.

Electric power restructuring, wholesale and retail wheeling rates, analysis of load pockets and market power,
divestiture, generation planning, power supply agreements and expert witness testimony, retail access, cost of
service studies, rate unbundling, rate design and depreciation studies, Wholesale power system modeling with GE-
MAPS.

Wholesale Commodity Markets

Transmission Expansion Planning .-- Various Utilities -- Member of Transmission Expansion Advisory Committee
in the New England Power Pool -. the Committee is charged with the study of transmission expansion needs in the
deregulated New England electric market. Ongoing

Locational Based Pricing - Reading Municipal Light Department -- Using GE multi-area production simulation
model (MAPS), analyzed New England wholesale power market to cost differences between various generators and
load centers. 2003
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MerchantPlant Analysis -.- Confidential client -- Using GE multi-area production simulation model (MAPS),
analyzed New York City wholesale power market to determine economics of restructuring PURPA era contract to
market priced contract. 2002

Market Price Forecasting .- EL Paso Merchant Energy -- Analyzed New England power market using MAPS for
purpose of pricing natural gas supply in order to ensure that plant was dispatched at 70% capacity factor as required
under its gas supply contract. 2002

Market Price Analysis .- Novo Windrower - Analyzed hourly market price data in New York for each load zone in
State in order to optimize location of new wind power projects. 2002

Gas Aggregation .- Village of Ilion - Advised client on costs/benefits of aggregating residential gas customers for
purpose of gas purchasing. 2002

Gas Procurement - Albany County, New York - Assisted client in analysis of economics of existing gas purchase
contract, negotiated termination of contract, designing request for proposal for new natural gas supply. 2000

HQ Prudence Review - Selected by Vermont Public Service Board to perform prudence review power supply
contract between Hydro Quebec and Central Vermont Public Service Corporation. 1998

Wholesale Power Supply - Prepared comprehensive RFP to optimize power supply for Solvay municipal utility by
complementing existing low cost power supplies in order to entice new industrial load to locate within Village.
1997

Analysis of Load Pockets and Market Power - Performed analysis of load pockets and market power in New
York State, determined physical and financial measures dirt could mitigate market power. 1996

Study of APP Contracts and Impacts in New York Performed study to determine rate impacts of power purchase
contracts entered into by investor owned utilities and independent power producers (ImPs), separately measured rate
impacts resulting from statewide excess-capacity, determined level of non-optimal reserves for each utility. 1995

Power Purchase Contract Policies and Procedures .- Directed NYSPSC Staff teams in formulation of short- and
long-run avoided cost estimates (LRACs) using production simulation model (PROMOD), forecasted load and
capacity requirements, developed utility buy-back rates, presented expert witness testimony on buy-back rate
estimates and calculation methodologies, thereby implementing curtailment of liPs as allowed under PURPA.
1990-1994

Integrated Resource Planning - Led NYSPSC Staff team's examination of each utility's IP process and
examination of impacts of processes and regulatory policies influencing the decision rnaldng process. 1994

Intrastate Wheeling Commission Transmission Analysis and Assessment - Chairman of NYSPSC Proceeding to
examine plans for meeting future electricity needs in New York State, Addressed measures for estimating and
allocating costs of wheeling, including embedded cost, short-run marginal cost and long run incremental cost
methods. 1990

Rate Setting

Economic Development Rate - Massena Electric Department - For municipal electric utility, developed tariffs for
economic development rates for new or expanded load.

Rate Case Cost of Service Study - Village of Hamilton, NY .- For small municipal electric utility, prepared full
cost of service study before the New York Public Service Conunission. 2004
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Rate Study - Pascoag Utility District - Reviewed the application of the Power Authority of the State of New York
to increase rates to its wholesale power customers. 2003

Rate Study - Kennebunk Power and Light Department - Performed rate study of new multi-year wholesale power
contract against existing rates to determine impact on overall revenue recovery and cash flows of utility. 2003

Rate Case Cost of Service Study - Village of Arcade, NY - For small municipal electric utility, assisted in the
preparation full cost of service study before the New York Public Service Commission. 2003

Rate Case Cost of Service Study - Village of Philadelphia, NY - For small municipal electric utility, assisted in
the preparation full cost of service study before the New York Public Service Commission. 2003

Rate Case Cost of Service Study -. Village of Hamilton, NY - For small municipal electric utility, prepared full
cost of service study before the New York Public Service Commission. 2004

Rate Case Cost of Service Study .- Fillmore Gas Company - For small natural gas local distribution company,
performing cost of service study for internal budget controls and formal rate case before the New York Public
Service Commission. 2003

Rate Case Cost of Service Study -. Rowlands Hollow Water Works - For small water company, performing cost of
service study for internal budget controls and formal rate case before the New York Public Service Commission.
2003

Standby Rates -- Independent Power Producers of New York - Analyzed reasonableness of proposed standby rates
of Niagara Mohawk Power Corporation, proposed alternate rate designs, participated in settlement negotiations for
new rates. 2002

Economic Development Rates .- Pascoag Utility District Designed new cost based economic development rates
charged to large industrial customer contemplating locating within the municipality. 2002

Municipalization Study - Kennebunk Power and Light Department -- Perfonned economic analysis of municipal
utility serving remaining portions of Village not already served, performed valuation of the plant currently owned by
Central Maine Power. 200 l

Water Rate Study - Pascoag Utility District -- Performed cost of service study for water utility, presented alternate
methods of funding revenue requirement. 2001 ,

Pole Attachment Rates -. Middleborough Gas and Electric Department - Designed cost based pole attachment rates
charged to CATV customers. 2000

ISO Service Tariff ...- On behalf of three municipal utilities, analyzed cost basis and proposed rate design of ISO
Service Tariffs. 2000

Pole Attachment Rates -. City of Farmington, New Mexico municipal electric department .... Designed cost based
pole attachment rates for CATV customers. 1999

OATT Rates - On behalf of four municipal utilities in New England - Developed cost based annual revenue
requirements for regional network transmission rates, represent utilities before ISO New England committees. on
transmission rate setting issues. 1998-2004 "

ConsolidatedEdison Restructuring -. Member NYPSC Staff team - Negotiated major restructuring settlement
with Consolidated Edison, which decreased utility's rates by $700 million over five years, implemented retail access
program, performed rate unbundling, divestiture of utility generation and the allowance of the formation of a
holding company, accelerated depreciation of generation, established customer education programs on restructuring,
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established service quality and service reliability incentive to ensure that provision of electric service will diminish
as competitive market emerges, The agreement served as the template for restructuring in New York. 1997

Cost-of-service Review and Rate Unbundling - Performed rate unbundling of retail rates of Orange & Rockland
Utilities, Inc. to facilitate delivery of New York Power Authority energy to customer located in Orange 8;
Rockland's service territory. 1992 I

Vintage Year Salvage and Study - Managed joint study of staff from Rochester Gas and Electric Corporation and
NYSPSC to determine feasibility of using vintage year salvage accounting for determining future salvage rates.
1985

Environmental Issues

Energy Conservation Study .- Pascoag Utility District - Designed energy conservation rebate program based on
cost benefit study of various alternatives. Program funded through State mandated collection of energy
conservation monies from ratepayers. 2002

Clean Air Act Lawsuit - New York State Attorney General -.- Investigated modifications made at coal fired
generating units of New York utilities to determine whether major modifications were made with obtaining pre-
construction permits as required by the prevention of Significant Deterioration (PSD) provisions of the Act.
2002.

1999-

Environmental Impact Study and Simulation Modeling Analysis -- Analyzed potential environmental impacts of
restructuring electric industry in NY using production simulation model PROMOD. 1996

Renewable Resources - Project Leader in NYSPSC proceeding regarding development and implementation of
utility plans to promote use of renewable resources. 1995

Environmental and Economic Impacts Study - Directed study of pool-wide power plant dispatch with
environmental adders to determine environmental and economic effects of dispatching electric power plants with
monetized environmental adders. 1994

Clean Air ImpactStudy -- Directed study of effects of the Clean Air Act of 1990. Measured statewide cost savings
if catalytic reduction control facilities were elected to comply with 1990 Clean Air Act Amendments, installed
components on units in metropolitan NY region. 1994

Environmental Externalities and Socioeconomic Impacts Study .- Managed NYSPSC proceeding to determine
whether to incorporate environmental costs into Long-Run Avoided Costs for the State's electric utilities. Study
purposes: explore the socioeconomic impacts of electric production as compared with DSM, monetize
environmental impacts of electricity. 1993

inW'Jnh:JI\l*Mli»*ioL~L~\iule4IMMM

Case 07~lVI-0906 - Energy East and Iberdola - On behalf of Nucor Steel, Auburn, Inc. examined the reasonableness
of the proposed Acquisition of Energy East Corporation by Iberdrola merger. 2008

\

Case 07~E-0523 - Consolidated Edison ,- Electric Rates -- On behalf of County of Westchester testified to the
reasonableness of the Company's proposal to increase retail electric rates by over $1 .2 billion or 33%. 2007

Docket Nos. ER07-459-002, ER07-513-002, and EL07-11-002 .- Vermont Transco -- on behalf of the Vermont
Towns of Stowe and Hardwick, and the Villages of Hyde Park, Johnson and Morrisville on whether the direct
assignment and rate impacts of a proposed transmission line were with current policy of the Federal Energy
Regulatory Commission 2007
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Docket No. 07-05-19 --. Aquarion Water Company - On behalf of the Connecticut Department of Utility Control
examined the reasonableness of the utility's proposed revenue allocation, rate design, weather normalization and
depreciation rates 2007

Docket No, E-04204A-06-0783 - UNS Electric - On behalf of the Arizona Corporation Commission testified on the
reasonableness of the utility's proposed revenue allocation and rate design. 2007

Docket Nos. 06-11022 and 06-11023 .- Nevada Power Company -- On behalf of the Staff of theNevada Public
Utilities Commission testy/ied on the reasonableness of the utility's proposed depreciation rates and expense levels.
2007

Case 06-G-1186 -- KeySpan Delivery Long Island -- on behalf of the Counties of Nassau and Suffolk analyzed the
Company's proposed rate design and its for amortization of costs for expenditures relating to Manufactured Gas
Plants. 2007

Case 06-M-0878 -- National Grid and KeySpan Corporation -- on behalf of the Counties of Nassau and Suffolk
analyzed the public benefit of the proposed merger, customer service, demand side management programs, rate
relief as it relates to competition and customer choice, the repowering of the existing generating stations on Long
Island, and the remediation of contamination caused by Manufactured Gas Plants. 2007

Docket No. EL07-11-000 .- Vermont Transco -.. on behalf of the Vemiont Towns of Stowe and Hardwick, and the
Villages of Hyde Park, Johnson and Morrisville evaluated whether the proposed and subsequently abandoned
allocation of costs for the Lamoille County Project was reasonable and whether the direct assignment and rate
impacts of a proposed transmission line were with current policy of the Federal Energy Regulatory Commission.
2006

Case 05-S-1376 -- Consolidated Edison - Steam Rates -- On behalf of County of Westchester testified to the
reasonableness of the method of allocating costs between the utility's steam system and its electric system. 2006

Docket No. 06-48-000 ,- Braintree Electric Light Department - On behalf of the municipal utility presented an cost
of service study used to calculate the annual revenue requirement for a generating station that was deemed to be
required for reliability purposes. 2006

Case 05-E-1222 .- New York State Electric and Gas Corporation - ON behalf of Nucor Steel, Auburn, Inc. examined
the reasonableness of the utility's proposed average service lives, forecast net salvage figures, and proposal to
switch from whole life to remaining life method. 2006

Docket No. 05-10004 -- Sierra Pacific Power Company - On behalf of the Staff of the Nevada Pub1icUti1ities
Commission testified on the reasonableness of the utility's proposed electric depreciation rates and expense levels.
2006

Docket No. 05-10006 -. Sierra Pacific Power Company .-. On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed gas depreciation rates and expense levels. 2006

Docket No. ER06-17-000 .- ISO New England, Inc. - On behalf of a group of municipal utilities in Massachusetts
prepared an affidavit on the reasonableness of proposed changes to the Regional Network Service transmission
revenue requirements rate setting formula. 2005

Case 04-E-0572 - Consolidated Edison - Electric Rate .- On behalf of the County of Westchester testified to the
reasonableness of the Company's revenue allocation amongst service classes and the company's fully allocated
embedded cost of service study. 2004

Docket No. 04-02-14 .- Aquarion Water Company -- On behalf of the Connecticut Department of Utility Control
examined the reasonableness of the utility's proposed depreciation rates, weather normalization proposal and certain

Page 5 of 9



operation and maintenance expense forecasts. 2004

Docket No. U-13691 - Detroit Thermal, LLC -. On behalf of the Henry Ford Health Systems testified on the
reasonableness of the utility's proposed default tariffs for steam service. 2004

Docket No. 04-3011 -- Southwest Gas Corporation - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels. 2004

Docket No. ER03~563_030 -- Devon Power, LLC, et al. - On behalf of the Wellesley Municipal Light Plant tiled a
prepared affidavit with FERC with respect the proposal of ISO New England, Inc. to establish a locational Installed
Capability market in New England.

Docket No. 03-10002 ._ Nevada Power Company -- On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the Lltility's proposed depreciation rates and expense levels. 2004

Case 03-E-0765 .- Rochester Gas and Electn'c Corporation - Before the New York Public Service Commission
submitted testimony on rate design, rate unbundling, depreciation, commodity supply and reasonableness and
ratemaking treatment of proceeds from the sale of a nuclear generating plant. 2003

New York State Department of Taxation and Finance Versus Brooklyn Navy Yard Cogeneration Partners -.
Testified on behalf of independent power producer in income tax case regarding tax payments associated with gas
used to produce electricity. Testimony focused on ratemaldng policies and practices in New York State. 2003

Docket No. 2930 -.- Narragansett Electric - Before the Rhode Island Public Utilities Commission submitted
testimony on the reasonableness of the utility's proposed shared savings tiling and its implications for the overall
reasonableness of the Company's distribution rates. 2003

Docket No. 03-07-01 Connecticut Light and Power Company .- Before the Connecticut Department of Public
Utility Control testified to the recovery of "federally mandated" wholesale power costs. 2003

Docket No. ER03-1274-000 - Boston Edison Company - Before the Federal Energy Regulatory Commission
submitted affidavit on the reasonableness of the utility's proposed depreciation rates and expense levels. 2003

Case 210293 .-- Coming Incorporated - Before the New York Public Service Commission submitted an affidavit on
certain actions of New York State Electn'c & Gas Corporation regarding the wholesale price of power in New York
and the utility's billing practices as they relate to flex rate contracts. 2003

Case 33231 l - Nucor Steel Auburn, Inc. - Before the New York State Public Service Commission submitted an
affidavit on certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in
New York and the utility's billing practices as they relate to flex rate contracts. 2003

Case 6455/03 - Prepared affidavit for consideration by the Supreme Court of the State of New York as to the
purpose, need and fuel choice for the Jamaica Bay Energy Center (Jamaica Bay) as it related to good utility planning
practice for meeting the energy needs of utility customers, 2003

Case 00-M~0504 .-- New York State Electric and Gas Corporation .- Reviewed reasonableness of utility's fully
allocated embedded cost of service study and proposed unbundled delivery rates. 2002

Docket No. TX96-4-001 .- On behalf of the Suffolk County Electrical Agency proposed unbundled embedded cost
rates for wheeling of wholesale power across distribution facilities. 2002

Case 00-E-l208 - Consolidated Edison: Electric Rate Restructuring On behalf of Westchester County, addressed
reasonableness of having differentiated delivery services rates for New York City and Westchester. 2001

Case 01~E~0359 .- Petition of New York State Electric & Gas -.- Multi-Year Electric Price Protection Plan -.
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Addressed reasonableness of Price Protection Plan (PPP), presented alternative rate plan that called for 20%
decrease in utility's base rates. 2001

Case Ol-E-0011 -- Joint Petition of Co-Owners of Nine Mile Nuclear Station - Addressed the reasonableness of due
proposed nuclear asset sale and the ratemaking treatment of the after gain sale proposed by NYSEG. 2001

Docket No. EL00-62-005 - ISO New England Inc..- Submitted affidavit on reasonableness of ISO's proposed
$4.75/kW/month Installed Capability Deficiency Charge. June 2001

Docket No. EL00-62~005 - ISO New England Inc. - Submitted affidavit on reasonableness of proposed
$0. 17/kW/month Installed Capability Deficiency Charge. January 200 l

Docket No. 2861 - Pascoag Fire District; Standard Offer, Charge, Transition Charge and Transmission Charge --
Testified on elements of individual charges, procedures for calculation and reasons for changes from previous filed
rates. 200 l

Case 96-E-0891 - New York State Electric & Gas: Retail Access Credit Phase - On behalf of a large industrial
customer, testified on cost of service considerations regarding NYSEG's earnings performance under the terms of a
multi-year rate plan and the appropriate level of Retail Access Credit for customers seeking alternate service from
alternate suppliers. 2000

Docket No. ER99-978-000 - Boston Edison Company; Open Access Transmission Tariff- Testified on design,
revenue requirement, and reasonableness of proposed formula rates proposed by Boston Edison Company for
calculating charges for local network transmission service under open access tariff. 1999

Docket Nos. OA97-237-000, et. al. -. New England Power Pool: OATT Testified on design, revenue requirement,
and reasonableness of proposed formula rate for transmission service, testified to proposed rates, charges, terms and
conditions for ancillary services. 1999

Docket No. 2688 - Pascoag Fire District: Electric Rates - Testified on elements of savings resulting from
renegotiation of contract with wholesale power supplier and presented analysis that justified need for and amount of
base rate increase. 1998

New York State Department of Taxation and Finance Versus Zap co Energy Tactics Corporation .- Testified on
behalf of independent power producer in income tax case regarding tax payments associated with electric
interconnection equipment. Testimony focused on policies and practices faced in doing business in New York
Stare. 1998

Docket No. 2516 Pascoag Fire District: Utility Restructuring - Testified on manner and means for utility's
restructuring in compliance with Rhode Island Utility Restructuring Act of 1996. Testimony presented a
methodology for calculating stranded cost charge, unbundled rates, and new terms and conditions of electric services
in deregulated environment. 1997

Case 94-E-0334 - Consolidated Edison: Electric Rates ... Led Staff team in review of utility's multi-year rate filing
seeking increased rates of $400 million. Directed team in review of resource planning, power purchase contract
administration, and fuel and purchased power expenses and testified on reasonableness of company's actions
regarding buy-out of contract with an independent power producer and renegotiation of contract with another
independent power producer. Lead negotiations for multi-year settlement and performance-based ratemaking
package that resulted in a three-year rate freeze. 1994

Case 93~G-0996
rates. 1994

Consolidated Edison: Gas Rates - Testified on reasonableness of utility's proposed depreciation

Case 93~S-0997 ...- Consolidated Edison: Steam Rates
steam utility system. 1994

Testified on reasonableness of utility's resource planning for
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Case 93-S-0997 and 93-G-0996 .-- Consolidated Edison; Steam Rates
rate plan proposed by die utility. 1994

Testified on reasonableness of multi-year

Case 94-E-0098 -- Niagara Mohawk: Electric Rates .- Reviewed utility's management of its portfolio of power
purchase contracts with independent power producers for the reasonableness of recovery of costs in retail rates.
1994

Case 93-E-0807 .-- Consolidated Edison: Electric Rates .- Testified on rate recovery mechanism for costs associated
with termination of five contracts with independent power producers. 1993

Case 92-E-0814 - Petition for Approval of Curtailment Procedures - Testified on methodology for estimating
amount of power required to be curtailed and staffs estimate of curtailment. 1992

Case 90-S~0938 - Consolidated Edison; Steam Rates -. Testified on reasonableness of utility's embedded cost of
service study, and proposed revenue re-allocation and rate design. 1991

Case 91-E-0462 - Consolidated Edison: Electric Rates - Implementation of partial pass-through fuel adjustment
incentive clause. 199 l

Case 90-E-0647 .- Rochester Gas and Electric: Electric Rates - Analysis and estimation of monthly fuel and
purchased power costs for use in utility's performance based partial pass-through fuel adjustment clause. 1990

Case 29433 .- Central Hudson Gas and Electric: Electric Rates -- Analysis futility's construction budgeting
process, rate year electric plant in service forecast, lease revenue forecast, forecast and rate treatment of profits from
sales of wholesale power and estimation of fuel and purchased power expenses for use in the utility's partial pass-
through fuel adjustment clause. 1987

Case 29674 - Rochester Gas and Electric: Electric Rates - Review of utilily's historic and forecast O&M
expenditure levels forecast and rate treatment of profits from wholesale power, and estimation of fuel and purchased
power expenses, and price out of incremental revenues from increased retail sales. 1987

Case 29195 - Central Hudson Gas and Electric: Electric Rates -. Review of utility's construction budgeting process,
analysis of rate year electric plant in service, forecast and rate treatment of profits from sales of wholesale power,
and estimation of fuel and purchased power expenses. 1986

Case 29046 .... Orange and Rockland Utilities: Electric Rates - Testified on the reasonableness of the utility's
proposed depreciation rates and expense levels. 1985

Case 28313 - Central Hudson Gas and Electric: Electric Rates - Review of utility's construction budgeting process,
analysis of rate year electric plant in service forecast, review of rate year operations and maintenance expense
forecast, forecast and rate treatment of profits from sales of wholesale power, estimation of fuel and purchased
power expenses. 1984

Case 28316 -. Rochester Gas and Electric: Steam Rates - Price. out of steam sales including the review of historic
sales growth, usage patters and forecast number of customers. 1984

Multiple Interveners Annual Conference .- What Will Impact Market Prices? 1998, Syracuse, New York .- Speaker
on the impact that deregulation would have on market prices for large industrial customers.

IBC Conference - Successful Strategies for Negotiating Purchased Power Contracts, 1997, Washington, DC -.
Speaker on NY power purchase contract policies, ratepayer valuation, contract approval process and policy on
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recovery of buyout costs.

Gas Daily Conference - Fueling the Future: Gas' Role in Private Power Projects, 1992, Houston, Texas - Panel
member addressing changing power supply requirements of electric utilities.

I D !

Member Municipal Electric Utility Association, Northeast Public Power Association and New York State ISO.

Page 9 of 9



Attachment FWR-2



<--

m xi m m | \ ea m

O 1.- w
UO -»

o v- 2
!- Q) GO
v.-" UP U)I (0 4-
I D.. o
_'B
3

Q) ..
5 O
_I z

1"I N
44
m
o

O'u
a)
L
o
(D

£3
(I)

m
LO

_
Lm
h-

l_
(D
LO

cm
o

m
N

m
-Cr

m
Lm
|"-

r--
Cal_
f r

on

LT_
~<:r
an
Ol_
1.0
l"

m
N
*=n
I*-
1""
N.

m
LDr--

G)

r-

_
(D
Cal
m£9

Lo

( _
10
t o
* _
LO
Lf)

1-
D
I*-

F )
m
r - -

O)
h-

1-
l"-
m
*=:
N
OJ
I*-
6'3

'u
Q
m ._-
g_ in
o z :._
o.

O<11
nr

3 0
cs-aa'
>

" a
'Ra

O
.E

1-
N

a8* ah
*T
~<ro

39
o
Q
Q

8z
-u ..- as
an cm

CO
GJ

O
c

C
m ea

o
Q_ |....
o G)
L... m
G .

1 "
Q
'T

83
m
co
r--
'T

83
m1-
coI

39
o
as
9'

7'
I

39
u>
et
Q
I

39
(D
we
o
'T

m
o

o
re
m1-

("~l
if:
NWu!

f-.v" o

mC
.Ow*am
_'is

!=cc'8684°cu<'\°)N.

9
t1...a-

law

..-
a>
Z (u
m ::
al W

'OUT

o
LO
c">_
C*l
I*-
U'J_.
we
N
e a

to
~.
on
m
(" _
LD
I f]-/

/ - .
of
1"

"";
O
Lo
GO
weuf

/"-\
wr
m

" _
L n
1"-
N
'~../

LD
l _
ea
m
l"7_
ID
no-_r

,dh
1-
(D
LD
U )
c f :
"2
LD
w
Qg rof

._

to

5 8
m _cg

.. Q O
an *r 8 E O

o o
>~ 8 D 'u

a

m
o
2
LU

c: :u
o

an L...c
an 98 it:

<n

GJ

1r"
r -
* z
LD
c~'1

..

aa
m
N
P-_
c-1
we

| * -
v

m
no
' 1
'=r

Cal
m
m_
|*-
of
v.-
UD
1 -

m
m

m
r--

w
.93
3
'o
w

..::
U 'T
cm 4

= <
8 0 o w

- -°E 'c :
'68¢v8

3=ma u

48 I4>-

I-°v"'Z"v7>82--
&3
m

...E 8
egg
888
-U 00
23*v000
2!>I5
=8u§<¢vJ

g o
z

m
~<r
1'-
Q
m
LT_
o
LD
m
9 9

Lf)
m
C _
m
-qt
\ D_
o

m
v '
m

CO
U)
v i
no
LD
ID_
LD
m

T'
N
w

we
N
*z
Lo
m
of
r-
o
w
he cy

u
G)
no

m
:
m>
m

m

I
I

GJ
o

a
(D

m

'E
- o 1

o
Iw1

.D
:J

w

'E
o

|-

-I
I

.J

c

t"-N
awe
NI
:r:m

C
_au
a

L-
q)
2
o
U.
=-cs

E
cm
_ I

f"\
cu

"--f
u :
C

L)
c

O .

m
U

a
an

cm

3
4-1
C
GJ

: Q
cm
GJ

n o

CU

GI

q)

( D

cu
cmu..
CO

. J

m
GJ
C

E

u:
C
8'-"
.c
.9
.J

m
an

. 8
o

. c
3
<(
<.>
ZN
3
G..
L..
GJ

. : :
O

u :
:
TO1...
m
a .
o
L...
G)
L4-1
O |

N m <r ID o l \ m QSQ .
E D
...| 2

UI

q_



N cm
04
'<I'_
r--

m
i v

U G)
an :

oz as>
o a>

M

Ia...
GJ

m
L D

-
LD
1--

(D
Lm

Qo
m
c~4
* z
m
<1-

m
LD
t o
ca
r - -
Cal
f r

v '
l . D
w e
LO

p
m

1"
Cal

(1)
i f :

_
m
r-~
t*£

L...

D .

I"-
cm
**;
I *
o

_
w
pp
m
89

LO
v.-

_
Lm
of
1 -

LD
If)
Cal

1-
P"-

T"
N

v:'-
I*-
cm
<4
fol
( \ l
r--
ea

89
'u *.l
as C um

cu
GJ
s..
o

E

U)
w ea

Dg.o a
--n.D.

o 1-""

9
i n

39
LD
Q
* r

89
w

W

89
G
"2
m1."

39
-er
*z
we

39
U)
*Q
(D
v-

3'9v '
-nj
1-

iiz
8
I"-
m
1-

co
r-
1:"

c m
w e

m
cm
1"-

'u
m
LT 4-4
O a)
a.zo-
m

GJ
w
m
GJ
L_
O

E

I-
(D

_
c~4
r-
'I _
m

f"\
1 -
(D
t*-l_
Cal
~<r
C'?_
U)

g o '

m

Cal_
N

1D
W

-
m
m
Ol_
ID

u>
N

o
r-
n .
N

cm
c a

C D_
L o
( D

T*--_
m

sz

Q
CO
Q
(D
m
l~8
m
wr '

69
1.-
'48

-&13 m
on
*1_

m
Lov*

XG!

to
of

m
of
10;
m

1."'
L D

*21'_

m
m

cm
r--
(̀~I_

ea O

Q
m
*.
LD
m
ID_
I*

m
69

(D
I*-

I* -
Cal
l
<1'
r - -
Cal

no
r--

-
(D
m

-
t*}
LT

Lm
LD
Mn
a
G)
* z
I "-
m

* If
ca
l."7_
I* -
l* -
CG_
we 1-

m
w

1-
N

1.-'
m
" 1
N

r -
69

:Q
: G)
: C

8 6 3
Ge. Eu n:
U 3 | -¢- C O

0)
. > 8' u an
< Cr cm

*5 D
z

U.)
m
3

COL. [K 8

Lm Q)
(\l
" '_
r-

v "
w .
Lm
m F

:fu
(q

m
r--
<~L

m
Lo

r-
m
'=r_3

Eu

'U a>
8__=
3 8
9u. re

U>
G)

r-
U)
l"-
I*-
o

m
OJ
(q
69

Lm
LT
N
£119

m
Lm

Lf)
r--

c o
LD
e a

Q
D
* I
m
N
*Z
m
~.;1"
ea

m
Lf)
l*_
ca
r-

-Er
6419

N
\""

we
m

LD
T '
v o

1'-
o
1--

1-
N

Nonlh̀e

m 8 Lu
cu

5 .E
o

E o
as m-u o

m
>~ m O g
m c

m nu
GJ 'D m: "" c J

c
. :_
|-38 2 9

Q
I*-|

o3*
of
I*-

39
Q
ca

391"
ofI

82
et
'T |

8
et
CJ
'T

Sz

8
LQ
Q
*.8Q. 6 I

<1>

-cs .... am
8 C

0

o
h D..

U)
co
GJ
L..
O
C

w
:

* I a

'"-¢n -Q¢OOV'\
m g

D._Q

°"IC'o:
3o O

8 ' 0 * E 3 3
oGJ

c:GJ: m
o L.
w e :c:__D">'

v "
tnND*-

E v
E T
13
U) o

/"\
l l
cm
Q
10

, "
cm

M-
Cal
m
£18

o

'D
w
v> 14
8. m

.o z
».
o.

m
m
m
an
o
.E

/"K
Q
LD
M..
N
¥̀ -
lD-

N89

Q
m
C̀~l_
of
LT
M-
LD
LD~./

/"5
of1"
I *

Lo
G)-
WI'- . /

1 -
onN-I

CD
L_
cm
m
Q
EJ
of'-.'

W
(D
LQ
m
m
m_
m
o f
6 9..-

caL.

i n
cm
We
m
we
LQ
ca

r -
*-_

LD
m
Q

r -
'Sr

m
cm
'='_

N
m
."_
r-
of

_
( D
t -

m
m

m
r-
~.

s
-38
58510"3

-En:
-54:031-""w¢0.a38
Elf:/>'60

z

m

I D
W

o
o f

o
Lm
m
6 9

1-
m

1"-
(D

cm
o

m
PP

m
-re

o
U)

-
go
LD
Lm_
(D
o f
I*-

v-
oz

'4'
N
I--
m
m
et
r-
o
of
ea

w

2
`Dm. ::J 'T
(D <
N
o
G)
m

D.

cu..-
o

I-

l
4

m
C

.EE
D.

UI
GJ
8
.:.
o.¢:4-'3
<1
o

3
:.:
D..

E
4-1
o-»»

.cm
: J

cm (

y
( * |
D .
- M

N
1

1"l\
as- I

UZ

8
\.LL

m
o
Z
m
(D
-8
8C
GJ
E£0
GJ
Ar

ea
o
a
m
cm
cghp
m
c
GJ
(D

1...

3o
4
. c
U)
. J
m
m4.
CU
_ I

Iaan:
2

u :
c

: :
.s:
:Jo
. J

._
4:

. :..-
o

m
:
c
GJ>
m
no
UP
c

8
mL
GJ
Q.
o
L-
ea

.c
O 4

m Q m no v~ ea mQ .
I; O
_1 z

1- N



1-  v"  4)
I 4-

vo <' m go | \ m m
:a
'U
q)
..:o n
U)

u

o aQ) 1" Q
an Ia
31...

o
\- N

m
CO4*
U)

uw
o
O

Q) .
C O
._| Z



m W LD LO r-- m m D -' C*I1'
m1-

<r1*
I O L O

F *
coY- T"- of1-

m1"
o
N N(D .

go O
. .J  z

Q- N

u
VI
c
L)

co
m
CD_
c:11'-

p.-
m

N

LT
cm
Q
m1*

cm
(D

tn
(*)

..
N1-

a
GO*
m
no

N
PP
l.0-
a

c m
m
c m

m
w
1 -

LD1*
mof

to
co
T*_

"1 m m
4- uI o

- anU GJ gr
U us
Hz mu -5
2o &
CD
a:
£9
CO

1-
LO
v"

m
-

v-
1-
04

111-

q
D
LD
cm
m
m

r--
'=:r

CD-
f -
D

N

| "
m

cm
r--

( \ l

of
~=r

m1"
ID_
N

Ni
LD
I*-
(D
r-

LO
cm
( .
m
m

LD
O
LD-
co
fr
Ca_
on
q'

o

I D

U J-

m

~=:r

N
w
~=r

C r
"=r

Cl'l-
LO

Cal_
q

r- -
f.D

W..
WT

O
- C r

CJ
m

_
r--
to
P*--
m
:fa

T*
r-

..
cf:

co
cm
LD
-=r
I* -
C\J_

cm 3 3
9 oz. g
23-g *r
> 3<1 .no Q

3I*

m m C"JN Mn Nr--1-
1"° m

r-
m

N
q

I*
LT
C"J

oO(D
r"
LD

cm1*
cw
m

'U
UP

as "6 3Q; L..
an E

o

m
cy
(*4
OI
sq
cn

'WS'
m

l:")
(\|

n o
P*-

N

cm
Ru
(\|-
we

1 *
N

U )-
r--

I"-
re
m

-Er
!`-

CTJ
(*J
UP
0 0

24:man8483<( t o

'Cr
(D
1"

1"-
cw

c:
LT

-qr
P-
0) *-_

l'-
m

rf
m
1-

cm
no

Q'
ca

-
Bxco

ur:
q
I.0_
CD
(*I_
10

(_1
O f

L O
1 -

4.D_
N
1 0

1-
-Ur
co

m1-

r-
co
AD_
I"

1-
04

r e
m
l""-
| " -
pp

LD
m

m

LD
m

LD

m
m
'Q
N
m
("3_
o
LD

m
N
n.
<1
Q
\l

of
ID

q

1:>1-
*T_
1-
co

no
1 -

1-
m
N.
|"-
U)
leD_
-Q
LD

1 - '
1.0`

o

£.D-
m
cm

m
N
LQ
N
f r
l\ l.
1"
-re
N

CJ
Q

t*-
U)

..
q t
( \ l
m

cm
r~I

..
r -
N
I* -_.
m
m

we
o

l D_
|".-
n o

-
r -

m
(D
'=T_
PP
co
(*_1"
cs

LO
r ~

L{)_
( D
cm

of:
N
l"'

1- '

U )
' Q

w

m.
Lf)

Q
q
LD-
m

1-
"<r

_
m
co
I*-
1-

1-
"

m

o ca o o Q o r:: r : a o

co1-
on
to-.4

1-
m
CD
m
ca1"

m
CD
cm
| " -
o
(O_

of O co
cf

Nm
LD

(")
(\|
*-_
1-
1-

LD
10
'TJ
-q
Q
LD

nr
we
r--
r--
so

C b
C*J

cm
N

: -

338
§-em--<5E
UI * l:Mm
03.11
>~<=a'5',_ 4

an
qt
F*-_
o
q

C*I
I"*

r--
co

on

no

1"
_

U)
(\|
10_
co 1 _

Lf)
<3
I{)
Q
1-

o
N

r-
nm

*
m
4-

m
Q

1 0
1 -

a
an
|*-.

Q
m
1-

m
m

IN
ca

m

ca
cm
q

m
LD
I*

m
LD
'9
1-

1-
we
*-_

(Na
1-

t o
LO

I '* -
m
mo

m1-

we

no
N
ID
co
LD

go'
c:

I*
(D
m
*T
O
<1

_
m :
8"cLE

g 3
<( o

o

1'-
1 "
c u

Cr
c:>
L()
in
co
m

P -
Cr

C D-
r -
O

C D-
N

|-..
m
ID
m
r -

..
N

o
LD
r.c>-
Q1"
\N-
cw

1-
no
l*-

1-
ID
<3
(.D
m
m

_
m
q

Q
LD

no
-re

_
N
LD
q

c a
-<:r

Q
L O
1 -

W

r-_
no
" 1
m
m

1"
r--

m (.D_
N
m
I"-

m to mN 1- l D N
to
<*I

on

m1-
CD-
on

co
1*
we

m
(D
Q
r--

c o
cm

'=$-
<*l
m

<0
m
m

N
we

1--
LD
c"'>

oca
w

u>
on OF

m
co
a
m
m
m
t'°J

QS "a 88
_-. UP 4G)8 8 .Q E
41 GI E +I< 3 :1 *3z O

o

m
m
(.D_
m
m
cf:

C mz: Ia 8
U) CD GI

o
co1-

r . .

co
an

<3
co
"-_
1*
r*
cy

N
cm

(D
m

I*-
l.*)

morw-
m
( D

* 1 _
N
c o

l:"3_

10
(D1"
m
v"
q

4
3 8>~ o

k g"'
9 . u » - v -
EVJNG1
° s " a0 3
- E
3°8a>.
°'m§_'_D

§8=»8
2852m.,,°5Lu
t o"":°->-
,38°'*5

E
o

m
al

»-
_Cm

53 1-

| ".
c o

m

LT
oz
P-_
m
~=r
€0_
LT

1 -
m
('*|
N

gel
LT

LD
lD

(\|
m

1 -
CD

(D
Lf)
'*l
o
co

_
a
UP

1-H

r~1
1-

w
Q

4-

<0
an
(.D_
LT
(D
I"--
o
gr)F'

1 "

(D

cm1-

o
N
n .
D
to

I -
of
r4
"`l
-Ar

l.l\l.
1-

cry
\D
¥-
-<1

LD
w

-
Lm
m

-
0 )
N1-

1 -
U)

..
N
N
l"")-
i n
o
Lo

m
mT"
LD
D
(D_
UP
m

m
N
l -
N
11
P -
1 -
W
l*l

O
o
Q
l*
CD

' q
( \ |
m

m
N
l D-
l"-
( q
I* --
o'>
cm

-q
c :
l D_
l"..
m
l"4.
| - T*

Q
l""

\ D
|" '

* Q
L D
m

m
Nw-

1*
ca

-
m

9
0:

N
9
Cr

<'~'
oz

ca
rj
a

q""
1 "

9

m

up
( D

f\l
LO

Q
9
U)
CL

m
`9
CD
D .

o
' T
i n
(D

<3

Cb
o f
a .

co
'W'
co
( D

3
w
(D

w
O

on

w'
0:
D..

u.
u'>
=s>
m
O

q

[L
_I
_I

<1
'T
w
Cr
a

o
°:=
D.
_ I
_ I

4-0U
(0:_*.|r ;
o
O

r -
sq

'af
(D
D.93 E:J3 'o 3

Ru ea Ia
QS 1...

o :Lw

U
Up
<
3
qt
Hz:

'U
c
(0

EI
U)

(D_
cm
"F
CD
D .

<
10
up
w
(D

a»
m

3q)
N
oinn

LL
I

m
U
a
cu
(D

uw-
o

m
in

D
'I-
o

GJ
.§
I-

cm
c
D.
E
::
[L

(D
LD

3

"5
(IJ
Cr
O.

m
x
m
m
o
E
o

2
18o
E

Q
c
2:1:
U)
. J
*l
Ia
m
h
(D
' o
c
15

U)
:
8
m
m

:c
l...
GJ4-

8

UI
z:
D.
E
3

T,
5
3
Q
u:
<1

L...

g
o

D..
' U
c:
m
4-»
. c

g

mc
2
Q.

m
O

G )
U )

' a
l...
G )
c
m

( D

m
O

GJ
co
`8L.
m
c:
as
(D

cm
C
u

LL

m
(J
z
m
CD

3
c
q)
jgm
GJ
or

'18
oz
c
GJ
jg
LT
m
Cr

m
m

: >
m-
o
G)
.§
I -

' Q*-3
r:
m
jg
m
m
of

m
.E
|-
Ru
*-
c
m

E
U)
GJ

0 :

u
c
U
2
m
3

m
i n
m
m

m

`8;
D
m
D..
00

m
o

m
in
EL..
m
C
m

( D

GJ
U
2
m
(D

E
mcGJ
0

m
.g
I -
m
D
a
m

(D

cu
c
U)

( D

2
84-1
D .
3
L .
m*J

E

G)
U

G)
(D
EL.
(D
c:
m
<9

m
UPL.
(0

. J

(D
a t
4
G)
D
z
m
co
Ti
G)
c
m
(D
G)
UP
a
_I

m
u:|....
(0
...I

UP
_I
G)
U)|..
m
-.J

w
cc
D..
Sn
m
3
o

8 .
' D
c
(0
4-1
. c
U)
_J
GJ
UPL..
as
. J

GJ
ID

: J
' E
G)
. §
| -
\..

3
o
D.

10
a-I
.c :
on

_ I

GJ

m
_.J

m\-
mGJ:
E

_m
IU
c :
cm
U)
9
i t
8
l -

Up
C
8
. c
.Qu
_.J

m
.9
z
m
w
'E
Q.
CJ
C
3
E

m
4-v

g
EQ.
u
c3
E

(D
LU
_J
<
<0

Q
n:
P-
O
UJ
_J
LLI
..J
<
| -
O
l -

< r LO (D v~ on m CJ1- *_ N1""
m
1-

we nm
r-

LD (D
1-

r~1-
no U)r o(\|

1-
OI

mC o
_| Z

_ {`I m



3 m =`5 .-

§'* '~m Ia
m 3  "6
.c
(J D. 1
pg in
_. o
2 u
in

0
UI
in
ms
u
55
U
m
U 1
o
C l .
Q

E L

m1-
u
E
D
m
ua
D
a.
8
4

m
w
co

41
E
- J

3

n
2
o.

E
8
2  3

38 §
8 3

2?

Ur

U
l-
u

Cl

g
C

3
L:

g
q
'T

.-1
H
we

.
o

4
mNul-

mr-
rmLO
W
ofRanmi !

ah

o(D
G
r-In
et
*A

m.-I--
NQ
Qmomiv

?;
8

P*

s
ca
r

'E
i il~l
2

nm
'D
m
m
WI
Ev:
e a

s1

w
*"2
LU
o r

m
m
\*}1-
3
i v

4

=z

if:

ah
q
*T

3in
'T
m
m
r4
up

H
P.
8I
m
iv

8
Q

01
1-
iD
ID
U)
-

to
1-
m

l "
e n
-

.

-4
L
a~

4%

g
q
r-

4n 0.-.-»-
m o

anmVI»
3m
an-

m
10
1|
fnl*l
18
as

alwe

Ncm
fD
N|-4.9

9-(D
!
oin
I"
1Ur

in

3
Q
r-

in
r-
N
n
4:
W
:--
40

3
-Ar

owe
mQ-1Q-
av

an
m

Q-
a
re
r
-

up

a h
m
r-
P

Sin
1-
m
{¥
m
m
o r4 '

N:fa|**
upanm
NIf)Q-
w

8w

min
9.
Qad>
r 4an

4
8.8

p_4-
ii:

l

Sr
qcm

Q

an
=s
1-pp
w

8D
D

oa 3
*.in1
Ur

m
.Ra
p -
re
as

CO
u u

39
m
r-
-

m

1-4
cuan
fn

8
1 *

¢ J
u u
. 4

I-~m
'"l
qr-
l£l
cmso

sfN

8

I

m

r w

n m

c l

a n

4.

an

isUI
r-v-|

l "
gom1-
m*T"
Hr-

anan
Q
om
WUF

sN

1lQcu
o-
a n

mUr
P.
au-
noup

bi

ca1*

8on
1-P

..-.
ID
Q¢"4i vmUr...

en111an
anm
N

sn

ID
4
f
m
an
an

nam
we9-
.

:L

.1.

4.

=.2
Up
r -| -

E`¢»
q

9
1~
* a

v
1-
N

8
*.cm9-up

CI
.

84-

an
m
Q
so
Q
r"".
an
p -
-

»

N1-

2.=

o

Q4

m|-
m.ml-Ra

a

aav

mr -
1"1
anr-Ravb

aan

25
»~

m1'

: -Nm
.

oon
ll!!
£0

.n
1.qm
<

IQ¢"lr-
("qv'v-
41

Ur:rmr
ml
an
ff!
2-so

<

=-s

q=

.- .
m
ml
q
r-
8

as

mxim
cm
nor-
nmf"lw

m
3
r-¢'\mas

m
"E
i n
on
vb

".

m

93
o

Q40

m
4.1
I(I.
16
( 4
* t
| -
-

§
cl

a-

44:
a n

' . n
4 o
NQ»-»

aon

14

s....
m.

3m
n
.n
..¢

Ru
NQ"
mr -m
l lo
as

E
r

l l
a n

am
m. -
Ur

¢q
.

0an
IDNv-
Ur

r-9-

§
d

o

Q
l"
F!l*lr-
m
1

§
d

UD

8r-4q
cw
* `.
m1Ur

as

n

at
'1

3
i 'eta
2

|-\

6»-
N4

2

w
re
l
N
an
as

»n
2
-4
2
Ni»

5*

m--

5
-r

ml*\
lD
mca»

ma-
n.
8
Ni

8

*

.Q-
iv

m
Dm
3Nas

4%

ca
r1

ah

rt

E.~.
1|-
E.

m

I O

u

n o

8
eaan

ahm

~.
Q
re.
. .

c s
m
W
nm
N
" E
l
a s

s

* .
1 -

I

' 8Q
q
.n

~8

au

3 .
m
D
UP
| -
a s

of
m

z4»

d
18

*.
2;

¢l
N

a n

q

C r

E
" ' .
on
9
url-
2

41
<_»
N
8»~

s(¢

8
9
co
no
r -
d
as

on
Ru

P
an
#
4-
on
H !

IDu-

3o»as
Ur-

x

3O

3

»
;4 ,»~

»;~

}~

$1

IN
4

9no 4
2

8
Qss

4

aas .Z
cs
-

¢`

8
.-.

»;
r;

v i

ex ,;.

ID1
l-
8
Q
msb.»

Q
on

r-N
Q

oan
Qno

m
3.
.4

-1-N
manas

oAr

uca
s

oN
(JGm
lDan41

44m
Q.
1av

r -
TY\
1
41

mv-d
(Dmor

z
{*1
p..

m
-

manm
m
as
vl
as

mfnQ
4'v--

as
OD

o-
no
@
m
as

|-.
o
Cl
I a
en
a
40

10
m
m
m
an

4
<~1
<~»

cl
Qm
MI.-
Ur

'r

:-
m
W
nDiUr

m9Tb
UrNiv

Nnoan
cm
an

C)
- in'r

Qan
Mno
*r -NNso

|-
on
in
Q
10
as

D
4
92
q
1I*
Ur

DI
C)u-in.

3
us

o
LD
so

c o s

a s

a n

D

8
•
8
:Im

15
° (

on
C)
U
LLI

Q
Q
\n
.9
Ni

a
m
t

m
v-
-

fn
f4
paID1-
so

4
H
"E
P\| -
on
s o

|-f1
mat

4

»f
v
»,~

El

=;.
4.

$1

:i
.,

2

9,

1-
m
anUr

m1-
""
B
lD|-as

m- 8.
aN1

m
3.
r-Nm

Qv~»~
Q
v8

a 1'3
c a
r" 4

|\•: Ic
s
Cr

3
5

U

g3
o
UIon
QN
mon
i v

r-in

inQ
¢
an
3
w

t l
-

4
1 - .
O F
v -

41iv

no
nt *
. :
8 .
r -w

l a
P
*1
*D
c l
Ur

»~
=»~
w
' _

~»

M
N1-
cwpp

m
al
o
8rt
w

an

3Hr-9weqw

grr .
en
m
r-UW

i ire¢-
cmw cm.qw

anan
ah
PP
r-w

W
1.
4-4m

»

§
8
1

ms
N
q
nmm
l"lfvUr

on. -
~.
o
D
""'
N
Ur

m
m
Q
n
no-
as
w

on
-
*
F )
N
q
m
w

Dau
~».
an
\la
o
I .

a

8
6
*.8
g

i n
n
t ' l
to
Q-
I *l

o.-
0¢1rlw

M
g
.f~r»
d

an
r
f*
r"¢
UI
no
* 9

m
<
<»-

( D
w t
7
we
pp
co

nore
q
U. -
G
4:w

r-
* .
ol l
QD
: sUr

wr"4
cm
41
govb

enRu
Q
Q
3 ..-
44

'°.»-\
atw

inLrN
r .
Q|Ur

in
o
in
on

8 .
m
U r

58
3889
=:.l§§
8 8 3
42:58
488:

>¥-
U
3m
8
<

~a

8
3
re

\ f l
i n
1 -
Ru

so.
\ " |
au
Ru

cm
casu
N41
*
inno

r-o
*
mgt

3

4Nm
mmG
anw

*.
r-
\D
8v--

1w

o*D
"E
vr-¢
£gm

N
3
l-
an
'D

-
Nb

in
In
l1
D

*.
r-fn
Ur

0

m
Y
m-n»

7tou 3" Sn
U|-
U
>-
P

8u

C

J.

._
in
* .

8

aID
N.gotoIDi v

¢-
no
f n
r .
r l
r -
on- 4

.- .
in
en
F*
m

o
n:
3

§
'QmMm

¢
l\l
t4
q
lg. .
.- .

in\0m.

-
or
°4
8
a»-

8.cmf1. -
5.
3

.9o*anv*.

3~n
'a
S
2 .

s
"L

. o
av
i n-

i n. 1

mNin4

wW»
-
r e
i n
n
..;

3
v -
. 1

r :u'~.w
z

9.-
la
Q
4
mmw. . .

an
-

m
l*1
Ur-

wQ
c

Sfn

-r-
uT-x
tr
2

5
¢-.
nre
Inow

v-°1.o
: L

q
':.

G
3
2

an
r-
N
cm
an4

3
M
w
3

.-q.
m

3.
m
\ |\-

8
El

3
gnu

vI »

9o
14

'FvQ4

.-.9
voN
no

3.
goana

z

u p
we
\¢l
( D
l
' n

53N
V !
3 .-»

4I fmw
Q

¢-
c l
|-

an
#a

ro
a
vo
:vi

lo
*".
81
anw.

E
2
S

3
<

of
Hz

fn
cm{g_

F
w Qor

E
3
g

-
3r-
ni-

mID
*Ru

Nm
r"
\D

¢-I-an
\la
...

>-
I-

s
841 8

LD
nm
Dl
4
no
m
m

on

3
D
go

mm
QKG\0

Eu51
1
o

P¢
en
nm

v~

»q
9q-0

43
qw

117

8.iv|*
"t
'7Ur

3
>-
|-

E
3
:

88
I n
|-

8
Mup

9
'~.
':,

.-.
noa
r
so
2 .

: F m

I D

Q

v'1'

m
NID
an
inr -

23
M.inmnm
. J

Lm
r -
no
an

..4
qsN
*
UP-

l l
on
t *
N
WU\ -

sowe
\ *
wer -
* .
N

1
' Q
1r*
\0
r-
or

in
8.r-

la

4
l¢4

Hw¢-
an
m

i n
I -
f a
so
P*
I a

-»9
1»
u
.5

on
1|
nN
Q
U-sz

>|-

§
5

anID
H!
cmon
4
lDN
m

rm

lD
1fl
m
en
q
-a

so*
*.D
N
Q
nm

¢:>an
v-
r-
.

r-

ro
m
8"\

s
* .

D

Ia
4

UI
i n
"E
P
1-

..
3
on
.8__ 83

1
3
upN. .
of

*
r~4

" 1
H

3
*Den

in
u
m
lo
N

P*

~4~

1
l ~ .
a

8
1-
10N
|-
.4
W

4
mu

1-
"Q
8
r-
04

vs
\D
Q
caa-.
*
r-|-

9'
Cr

N
9*
oz

'T'
re

o
'T
lx

P oP n o
r .

d o

< 9

F.
Cb
LE

db
LD

'2
Mb
o

*.-
CL.J.J

3
G..
. J
_ I

o
T

Ia
Q Z

uum

U.
m
ft
o\"4
cl

0>
o

Cb
u:
CL

en

JJ
E

:s
J:a:L

2
gu

|-
1
h.

Y
w
Q.

C4

3
Eow
1
au:

*.
cm
£ 5

s

8
J:
to

N
ID
, ;
"?
W
Q
o
":'
w
Q.

3
o

•
nm
3
1-
o 2

c
Q
no
laL

u.

c

an
:I

a
E

8
D.
' a

3U
D..
Q
Eu UP

u:
CL

§9-
w
oz
a

•-E|-

?
EQ
3 u

O
bw3 ILl

9

in
Cr:
O. = £3

3
6)
1

no
3

a
E

IUor
U
E

a
LD
a
'E

3
8
"E

E
1-
Ta

13

E4-
.ii
E

2
"a

ti?
je

E
w
la

LE
15

c

119

c

ca

§
g

1;
g

3
; m

vo

CA i s
w
m

c
c
E

E
nu
' F

' 8
o

iC) 8 sLg S

o
z E 0

I

:E Hz K LD

fs

ti



N m v LO no f \ m m OT'
1 N1- m

T '
<r
1-

Lm
T"

(D
1"

N
Y"

tan
1-

mf"" ON
N
(\IG)

C
. J

c:
Z

1-32 -..
(_) m
I-
N

Q m as

o u:-|-.

cu 8UP
|  88 "5

I 4*
m
o
O

'CJ
GJ
w
o
O .
<3
O_

LT
(D
If)-
co
-4r
m
he

cu
Q
Lf)

I*
C\~l
ea

(D
co
cm
1:
m
(D
he

L O
|\..

m
r--
(D
a=>

N(NI
F)
|\

cm
T*-
LO-
q-
cm

(N
he

m
co

co
<1'

co
ea

CD
wg-

m
O

I*-
ea

O )
C\1

P--
v-
as

<r
N
I"--
nr
(D

m
ea

m
LO

m
m

'<r
I a

LO
p..

(')
O

l"-
era

cu
m

Lm
U)

Cal
LT

I*Lo
-a-
I * -

cm
6 9

m
Lo

no
m

q-
ea

1 "
1"-

D
O

cm
r -
£ 8

LO

LD
U)

I*~
ea

L D
'QV

U)
(D
P-
LD
cf:
ea

co
m

(D
cy

I * -
6 9

U)
I*-

pp
1 -
ea

CO
CO

co
C\I

UP
-qt
he

1--
co
I ' -
1 -
N
ea

1"
cm
T*-
he

_ Q
3

U
GJ

. C
O

U )

Ra:
FT

- 6 *
c m

("J
I*-

m
LT
co
G)
O
m
he

1-
88

gAr
sf
O
9
Q

38
I*-
9
l*~

Sr
CJ
Q
Q

39
CJ
C?
ca

8
q9

8
<1-<r89.

1 -
cm

* r

39
1""
a

' r

8 9
v"'
i n

' T

'83
1 -
co;
' T

'39
1 -
Q
r-1

8
cm
cg
c.:

18
LD
N

UP

Zz?
IO
t*4
G?

33
CJ
m.
'=r

3 9
Q
c o
*F

*¢
I

1-
I

32
LO
'Ia
cs
' T

82
f*-
m
I*
*T

8
r -
cm
I*-

I

8
I--
et
N
'T

Sr
I*-
"9
|~..-
*_

2.3
r -
co
I'--
'T

1-'
I

G.)
m
(G
mL-
O
c :

o Q o
'U
GJU)
o
Q.
O4.
o .

he 3qt 9
C\̀l

mof
ca Q cc

LO

~<r
c:>

LD
T'

re
N

c o
m

CO)-

m
cm

we

LD
LD
P--
U)
O

ca
cw

r-.

Q
O

Lm
c o
O F

<~=.,f.>,

O
co

C*)
of
Eu

LO
1-

op
<0

Eu

T'
1*

m
LD
" P

L D
¢">

mq-
'T cmI

N
U)
'Cr
CD
(*)

Lf)
N

I*-
* I

": '

T-
(q
v""
I

|."'
I

cm
m
(D
LD
a
r '

1-
1 -

I

1
`-..

I

-.
cs
we
("}-
m
01
69*-.4

m

m

" P

cu

1 -
I*-

P-
' T

-
I

LD

m
<0
L D
no

EE,

4:l U)
CL as

E
3 8 Q. 8

m (D
m

co
vi
LD
I-
OI
en

r-Or-
cml*°-

NN
ID
I~.-

l*J
|*-
w
w

~q'
q-

lD
N

o
l*-

(D

LD
1-"

iv
m

m
v-UPi 8 as

'U C
GJ Q)
15 > 4-1
3 4: C
-nr: axU u.

L...
<1 3

O

P-
of

a l
r -
m
e=>

LD
m

of
'TF

q
he

c "J
I"-

r \
U )

Lm
h e

CO

|*-
ea

CJ
cy

(D
l'*

c o
w

T'
T'
HE

m
Eel
c m
h e

o>
(D

o
c o

u>
Ia

0)
ca

N
I*-
w
m
so

-
U)
ea

1'-

cm
UP
ea

(D
m

(D
N

P-
ea

1"
wg
T'
89

O
D

c * >
L*~l

i f :
q
w

w
Cal

LD
m

l *~ l
6 9

'Y
cao
C* I
w

m
co

m
(D

of
64

cm
q

m
l"\I

no
he

o
m
LD
l D

(D
cm
P*
ea

2
3

3 8>~.: oC0 wN
4'-M:U

§,'~1==="'QMWB
-8-9.
g o

°axD.:Q 55-0
' : 'cu°=s 3=82m<
1w-=~

1-

O)
m

L̀ \l
(q
m
£9

1-'
e a

* D.
Eo
O

C
o

o in 8 E
an C cu as
o o "' >-:J Ia 11. 4-»

m
m
I -

9
Cr

N
9
ac

1-"

QI
Cr

O
'v
no

VS
' T
(D
o

m
'T

W
'T

l"-
<1

Nm
O
<r
cm
D.

m
' T
cm
O.

so
:J
'O
GJ

.C
O
fn

3
KU
cc

<1
v-
G
QI
Cr

o
*_
in
cu

a
'T
m
K
4

(D
'w
w
o

1-
'1>
w
(D

UP
(D

UP
re
D.

u .
\D
°?
w
LD
'D
C
no
<
ID
"9
UP
LE

<r
1-
D.
_J
_I

U)
no
a

a
Eu
D.
_J
_J

a.0
o
RuL.*p
C
o

O

1-
*F
fn
D.

*_

LQcm
O

upfnG.

a>
10
3

C
GJ
Non.
LL

'E

U)C8.c
.9_I

m
C
8
m
cu

m
m
: J
' E
GJ
.§
I-

3

G)
. E
| -
E
3
o
G.
' U
C
(0

u:
.E
Cl
E
13
CL

w
C
_'E
D.

Ru

. Q

a
m

c o

o_
4-1
O

.53
L U

3
c:
m
jgen
m
re

0)
o
z
w
w

GJ
C
0)
(D

U)
K
D.
as
u
Z
G)
i n
E_
m
C
m

(D

m
O
D.
U
C£5
*F*
12
U)

mO
a
m
(D
To
.9-
o
c:
:J
§

0.)
4-1

8
*mQ.
o
c3
'E

w
UJ
3
z
UJ
>
UJ
M
Q
E?
O
UJ
LLI
. J
<
6
\ -

_J

cm
c
.o

O.

mo
Z
m
U)
E4-4
C
GJ
.9U)
GJ
n:

L-
OJ4-1

8
34-1
c
GJ

1 2
ID
GJ

c c

m
cm

3

o

GJ

.E
t -

E
4 '
c :
G)

j g
LD
cu

a c

.Ru
4-4
C
GJ
je:
w
m
re

E0CDQ
in

GI
o
a
q)
cm
'Ru
m
C
G!
<9

(D
m
a
G)
.o
E
U
(D
.9
m
C
GJ
0

U)
LD

D
' E
w

. E
I -
0)
D
a
w
i n
E
U)
r:
m
(3

U)
C
ca.
E
3
D.
TO
3
:J0
U)
<1
2
:Q
CL
3
L
GJ
E

w
8
IU
D.
cu
E
o

.53
8
o
E
m
.Q
z
w

U)
To
0)
c
m
o

m
9
10

..J

ll)
E'm.J

G)
ID

: J
D
m
.E
| -
GJ

.Q
Z
m

U)
EL_
G)
C
GJ

( D
m
9
m

...J

_I
(D
U)_
KU
J

U )
n :
a
I...
GJ
3
o

O .
U
C
as
4-»
. C
cm

. 1
Q)
UP
(U
_ I

Wt*
. L I
. 9
_ J
m
U )|...
IU
_ J

m
GJ
C
E

cu
m

U)
' o
C
(B
2
(U
c
. 9
w
Q
8 :
CU

| -

UP
.E
E
U)
_|

(\I m <r Lm co |\ iv UP ca
1-"

.up
1

N1- com
1-

q-
1-

Lf)
v'

no
r -

I*
1"

m1- G)
1'-

aN
v-
pp

NNm
.c
_|

1

d
Z

1"



TUCSON ELECTRlC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, 2005

Staff Schedule H~3
Page 8 of 96

Cost of Service

Increase

Present Rate Proposed Rate $ %

Residential Pricing Plan R01
Customer Charge per Month

Single-Phase
Three-Phase

$490
$1226

$700
$1300

$2.t0
$0.74

42.86%
6.04%

Summer (May-Oct)
1st 500 kwhs
501 kWh - 3,500 kWh
3,501 kWh and above

$0090921
$0.090921
50.090921

$0.067514
$0.082514
50097514

~$0023407
_$0.00a407
$0.006593

-25.74%
_9.25%
7.25%

Winter Nov~Apr)
1st 500 KWhs
501 kwh$ . 3,500 kWhs
3,501 KWhs and above

$0.07B970
$0.078970
50078970

$0047514
$0062514
$0.077514

-50.034456
-50016456
-$0001456

-39B3%
-20B4%

-1 .84%

Generation Capacity, al! kWhs N/A $9000000 $0.000000 100.00%

Fuel and Purchased Power Summer
1st 500 kwhs
501 MNhs - 3.500 kWh
3,501 kWh and above

$0.00DOOD
$0.0000DD
$0.00D000

$D0OODDO
$0.000000
$0000000

50000000
$0000000
$0000DDO

100D0%
100D0%
100D0%

4
Fuel and Purchased Power Winter

1st 500 kWhs
501 kwhs 3,500 kW h
3,501 kwhs and above

$0000000
$0.D000DD
$0.000000

$0.D00000
$0000000
$0.00D000

$0000000
50000000
50000000

10000%
100.00%
10000%

Residential Water Heating Pricing Plan R02
Customer Charge per Month

$785 $0.DD -$7.85 .100.00%

$0.05435B 50.055490 $0012132 2232%
Delivery Charges - All kWhs

Generation Capacity - All kWhs
50.000000 $0.000000 50000000 100.00%

Fuel and Purchased Power
All kWh

$0.00DD00 50.0000D0 $D.DOODOO 100D0%



TUCSON ELECTRIC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, 2006

Staff Schedule H-3
Page 9 of 96

Cost of Service

Increase

Present Rate Proposed Rate $ %

Residential Pricing Plan R-21

asses $700 $0.14 2.04%
Customer Charge per Month

On-Peak Summer (May~Oct)
1st 500 kWh
501 kwhs . 3,500 kWh
3,501 kWh and above

$0.'125413
$00125413
$0.125413

$0.109870
$0.114B70
$0.124BI/'0

-$0.015543
$0.010543
.$0.00054:s

~12.39%
-8.41 %
_0.43%

Off~Peak Summer
1st 500 KWhs
Sm Kwhs . 3,500 kWhs
3,501 kWh and above

$0.050165
50.050165
$00050165

50043948
$0D48948
$0058948

-$0.006217
-$0001217
$0000BI/'83

- 39%
-2.43%
17,5t%

Shoulder-Peak Summer
1st 500 kWh
501 kWh - 3,500 kWh
3,501 kWh and above

$C|,000000
$00000000
$0000000

$0D99B70
$D104B70
$0.114870

$0.099B70
$D01D4B70
$0114870

100.00%
100.00%
100.00%

On-Peak Winter (Nov-Apr)
'it 500 kW h
501 kWhs . 3,500 kWh
3,501 kWhs and above

50.099018
$009901a
$0.09s01a

$0.049B70
$0.054870
$0.064B70

-$0. 049148
-$0044148
-$003414B

-49.64%
-4459%
-34.49%

Off-Peak Winter
1st 500 kWh
501 ¥<Whs . 3,500 kwhs
3,501 kWh and above

50.050165
$0050155
50.050155

$0.049870
$0.D54870
50.064870

-50.000295
$0.004705
$0014705

-059%
9.38%

2931 %

NIA $0000000 50.000000 10000%
Generation Capacity, all kWh

Fuel and Purchased Power On~Peak Summer
'1st 500 kWh
501 kwhs - 3.500 kWh
3_501 kWh and above

$0.000000
$0.000000
$0.000000

$D0DOODD
$O000000
30000000

$0.00D000
30.000000
50000000

10D0D%
100.00%
100.00%

Fuel and Purchased Power Off~Peak Summer
1st 500 kWhs
501 kWhs . 3,500 kWh
3,501 kWh and above

$D000DDO
$D000000
$0.000000

50.000000
$00000D0
$0.0D0000

$0.D00000
50000000
$00000000

100.00%
100.00%
100.00%

Fuel and Purchased Power Shoulder-Peak Summer
1st 500 kWh
501 kWhs . 3.500 kWh
3,501 kWh and above

$0,0DDOD0
$0.000000
$0,DOD000

$0000000
$0.0DoooD
500000000

$0.000000
$(]_000000
50.000000

100.00%
100.00%
100.00%

Fuel and Purchased Power On-Peak Winter
1st 500 kwhs
501 kWh - 3,500 WVhs
3,501 kWh and above

$0.DDDOD0
50000000
$0,0DD000

$0000000
50.000000
$0000000

$0.000000
$0.000000
50.000000

100.00%
100.00%
10000%

Fuel and Purchased Power Off-Peak Winter
1st 500 kwhs
501 kWhs . 3,500 kWhs
3,501 kWh and above

$0_D00000
$0.000000
$0.0D0000

$D.000000
$0.000000
$0.000000

$0.000000
$0000000
$0.0000D0

100.00%
100.00%
100.00%



TUCSON ELECTRIC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, 2006

Staff Schedule H-3
Page 10 of 96

Cost of Service

Increase

Present Rate Proposed Rate $ %

Residential Pricing Plan Time of Use R-70

Customer Charge per Month $6.78 $9,o0 $2.22 32.74%

On-Peak Summer (May-Oct)
1st 500 kwhs
501 kWh - 3,500 kWh
3,501 kWh and above

$0.184171
$0.184171
$0.184171

$0.160590
$0.165590
$0.170590

-$0.023581
-$0.018581
-$OD135B1

-12.80%
-10.09%

-7.37%

Off-Peak Summer
1st 500 kVVhs
501 kWh - 3,500 kWhs
3,501 kWh and above

$0.058160
50.058160
$0.05B160

30050713
$0.055713
$D.0'tS5713

-$0.007447
-$0.002447
50.007553

-12.80%
_421 %

12.99%

Shoulder-Peak Summer
1st 500 kWh
501 kWr\s . 3,500 kWhs
3,501 kWh and above

$0.1'I63'1B
$0.116318
$0.116318

$0101425
$0.106425
$0116425

.$0.014893
-$0009893
$11000107

-12.B0%
_851 %
0.09%

On»Peak Winter (Nov-Apr)
1st 500 kWhs
501 kWhs . 3.500 kWh
3,501 kWhs and above

$0.125011
$0126011
50.125011

$0.100590
50.105590
50.110590

-$0.025421
-$0020421
-$0.015421

_20.17%
-16.21 %
.12.24%

Off-Peak Winter
1st 500 kWhs
501 kwhs . 3,000 kWh
3,501 kWh and above

$0.043619
$0.043619
$0.0436'I9

50.030590
$0.035590
$0.040590

-$0.013029
-$000f.3029
-$0.003029

-29.87%
_1841 %
-6.94%

Generation Capacity, all kWh N/A $0.000000 $0.000000 10000%

Fuel and Purchased Power On-Peak Summer
1st 500 kWh
501 kWh . 3,500 KWhs
3,501 KWhs and above

$0.000000
$0.000000
$0.000000

$0.000D00
$0.000000
$0.000000

$0000000
$0.000000
$0.000(]()0

10000%
100.00%
100.00%

Fuel and Purchased Power Off-Peak Summer
1st 500 kWhs
501 kwhs . 3,500 KWhs
3,501 kWh and above

$0.D00000
$0,000000
$0.000000

$0.000000
$0.0000D0
$0.000000

50.000000
$0.000000
$0.000000

100.00%
100.00%
100oo%

Fuel and Purchased Power Shoulder-Peak Summer
1st 500 kWhs
501 kWh - 3,500 kWhs
3,501 kWh and above

$0.000000
$0000000
$0.000000

$0.000000
$0.000000
$0,00000D

$0.000000
$0.000000
$0.000000

100.00%
100.00%
100.00%

Fue\ and Purchased Power On-Peak Winter
1st 500 kWh
501 kVVhs - 3,500 kWh
3,501 kWh and above

$0.000000
$0000000
$0.000000

$0000000
80.000000
$0.000000

50000000
$0.000000
$0.000000

100.00%
'\00.00°/o
100.00%

Fuel and Purchased Power Off-Peak Winter
1st 500 kWhs
501 kWh . 3,500 kWhs
3,501 kWhs and above

$0000000
$0.000000
50.000000

$0.000000
s0.000000
$D_000000

$0.00000G
$0.000000
$0.000000

10000%
100.00%
100.00%



TUCSON ELECTRIC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, 2006

staff Schedule H~3
Page 11 of 96

Cost of Service

Increase

Present Rate Proposed Rate $ %

Special Residential Electric Service R201A
Customer Charge per Month (Single-Phase) $490 $9.00 $4.10 83.57%

Mid~Summer (Jury-Aug)
1st 500 KWhS
501 kWh - 3,500 kWh
3,501 KWhs and above

50.090920
$0.090920
$D.090920

$DD74440
50.079440
$00B9440

80.016480
-$0.011480
-$0.001480

-18.13%
.12.63%

-163%

Remaining Summer (May, Sep-Oct)
1st 500 kWh
501 kWhs - 3,500 kWh
3,501 KWhs and above

$0074191
50074191
50007/191

$0050l/43
$0065743
50075743

»$0013448
-$0.00844B
$0.001552

-1 B.13%
-11.39%

2.09%

Winter (Nov-Apr)
1st 500 kwhs
501 kWh . 3,500 kwhs
3,501 kwhs and above

$CID64440
$0064440
50,064440

$0.049440
$00054440
$0,064440

-$0015000
-$0010000
woooooo

-23.28%
-15.52%

0.00%

Generation Capacity, all kWhs N/A 50000000 SOD00000 100 00%

Fuel and Purchased Power Mld-Summer
1st 500 kwhs
501 MNhs . 3.500 kWhs
3,501 kWh and above

$0.0000D0
$0.000000
$0.000000

$D.0DDOD0
$0000000
$0.0000D0

$D000000
$0.00D000
$0.00DOOD

10000°/>
10000%
100.00%

Fuel and Purchased Power Remaining Summer
1st 500 kWh
501 kWhs - 3,500 kWh
3,501 kWh and above

$0.000000
50.000000
$0.000000

$0.000000
$0000000
$0.000000

$0.000000
$00D0()000
$000D000

100.00%
100.00%
10000%

Fuel and Purchased Power Winter
1st 500 kwhs
501 kWh 3,500 kWh
3,501 l<Whs and above

550000000
$0.000D00
$0000000

50.000000
$0.000000
50000000

$0,000000
$000D0000
$0.000000

100.00%
10000%
100.00%



TUCSON ELECTRIC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, zoos

Staff Schedule H»3
Page '12 of 96

Cost of Service

Increase

Present Rate Proposed Rate s %

Special Residential Electric Service Time of Use R-201B

Customer Charge per Month $6.78 $9.00 $2.22 32.74%

On-Peak Mid~Summer (Jun-Aug)
1st 500 kwh$
501 kWh - 3,500 kWh
3_501 kWh and above

$001B417'l
$0.184171
$018-4171

$0.160590
$8465590
30.175590

-$O023581
-$0.01 B581
-$0.008581

-1280%
-1009%
-4.66%

Off-Peak Mid-Summer
1st 500 kWhs
501 kwhs - 3,500 kWh
3,501 kWh and above

$0.058160
$D058160
$0,058160

$0.050713
$0.055713
30.055713

-$0.007447
-$0.002447
$O 007553

-12.80%
-4.21 %

1299%

Shoulder-Peak Mid-Summer
1st 500 kwhs
501 kWh - 3,500 kWh
3,501 kwhs and above

50.116318
50.116318
$011631B

$0.101425
$O106425
$0.116425

-$0.014893
_$0.009B93
50.000107

_12.80%
-8.51 %
0.09%

On~Peak Remaining Summer (May, Sep-Oct)
1st 500 kwhs
501 kWh _ 3,500 kwhs
3,501 kWh and above

$0146415
$0. 146415
$0446415

$0127668
$Q.132665
$0.14266B

~$0.01 B747
-$0.0'13747
-$0.003747

-12.80%
-9.39%
-2.56%

Off-Peak Remaining Summer
1st 500 kWh
501 kWh . 3,500 kWh
3,501 kWh and above

$0046236
$0.0-46236
$0.045236

$0040316
$0,045316
50.055316

~$0005920
-$0.000920
$0.009080

-12.80%
-1 .99%

19.64%

Shoulder-Peak Remaining Summer
1st 500 kWh
501 kWh . 3.500 kWh
3,501 kWh and above

$0.092473
$0.092473
$D.D92473

$0.080533
$0.085633
$0.095633

-$0.011840
-$0.006840
$00031 GO

-t2.80%
_140%
3.42%

On-Peak Winter (Nov-Apr)
1st 500 kWhs
501 kWhs - 3,500 kWh
3,501 kWh and above

$0.100179
$0.100179
$0.100179

$0.'11D590
$0.115590
50.125590

6541010411
$0.015-411
$0025411

10.39%
15.38%
25.37%

Off~Peak Winter
1st 500 kWh
501 kwhs - 3,500 kWh
3,501 kWhs and above

$0.034673
$0.034573
$0.034673

$01020590
$0.025590
$0.035590

-$().014083
-$0.009083
$0.0CID917

-40.62%
-26.20%

2.64%

Generation Capacity, all WVhs N/A $0.000000 30.000000 100.D0%

Fuel and Purchased Power On-Peak Mid-summer
1st 500 kWh
501 kWhs . 3,500 kwhs
3,501 kWh and above

50000000
$0000000
$0.000000

$0.000000
$0.000000
$0.0D0000

$0.D00000
$0.000000
$0.000000

100.00%
100.00%
10000%

Fuel and Purchased Power Off-Peak Mid-Summer
1st 500 kWh
501 WVhs . 3,500 kWh
3,501 kwhs and above

$0.000000
$0000000
$0000000

$0.0DOOD0
$0.000000
$0.000D00

$0.D00000
$0.000000
$0.000000

100.00%
100.00%
10000%

Fuel and Purchased Power Shoulder-Peak Mid-Summer
1st 500 kwhs
501 KWhs - 3,500 kwhs
3,501 kWh and above

$0.000000
$0,000000
$0.000000

$0.000000
$0.000000
$0000000

$0.000000
$0,000000
$(].00000()

10000%
100.00%
100.00%



TUCSON ELECTRIC POWER COMPANY
COMPARISON oF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 317 2008

Staff Schedule H-3
Page 13 of 96

Cost of Service

Increase

Present Rate Proposed Rate $

Special Residential Electric Service Time of Use R-201B (Continued)

Fuel and Purchased Power On~Peak Remaining Summer
1st 500 kWh
501 kWh _ 3.500 kWh
3,501 kWh and above

50900000
$0000000
$0.000000

$0.000000
$0.000000
$0.000000

$0.0000D0
$0.000000
$D.000000

100.00%
100.00%
100.00%

Fuel and Purchased Power Off-Peak Remaining Summer
1st 500 KWhs
501 kWh . 3,500 kwhs
3,501 k\Nhs and above

$0.0D0000
$0.0D0000
$0.000000

$0.000000
$0.000000
$0.D00000

$0.000000
$0,000000
50.000000

100.00%
100.00%
10000%

Fuel and Purchased Power Shoulder-Peak Remaining Summer
1st 500 kWh
501 kWhs - 3,500 kWhs
3,501 kWhs and above

$0000000
$0_000000
$000D000

$0.000000
$0000000
$0000000

$0000000
$0.000000
$0.000000

100.00%
10000%
100.00%

Fuel and Purchased Power On-Peak Winter
1st 500 kWh
501 kwhs - 3,500 KWhS
3,501 kWhs and above

$0.0D0000
2301000000
$0.000000

$0.D00000
$0000000
$0.000000

$0.000000
$0.000000
$0000000

100.00%
100.00%
100.00%

Fuel and Purchased Power Off-Peak Winter
1st 500 KWhs
501 kWh - 3,500 kWhs
3,501 kWh and above

$0.000000
$0.000000
$0,000000

$0.000000
$0.000000
$0000000

$0.000000
$0.00D000
$0.000000

100.00%
100.00%
100.00%
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TUCSON ELECTRIC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, 2006

Staff Schedule H-3
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Cost of Service

Increase

Present Rate Proposed Rate s %

Special Residential Electric Service R-201 c

Customer Charge per Month $678 $9.00 5222 32.74%

On-Peak Mid-Summer (Jun-Aug)
1st 500 kwhs
501 kWh - 3,500 k\Nhs
3.501 kWh and above

$0.1B4171
$D.1B4171
500184171

$0.16D590
$00165590
$0.1l/5590

80.023551
~$0.018581
50.008581

-12.80%
-t0.09%

-466%

Off~Peak Mid»Summer
1st 500 kWh
501 kWh - 3.500 kwh$
3,501 kWh and above

$0058160
$0.05Bt60
$005B160

$0005D713
$0D55713
$OD65713

-$0.0D7447
.$0002447
$0007553

-1280%
-4.21 %

12.99%

Shoulder-Peak Mid-Summer
1st 500 kWh
501 kWhs . 3,500 kWhs
3,501 kWh and above

30.116318
$D011631B
som631a

$00101425
91106425
$0-116425

-$0.014893
-$00D9B93
s0.000107

-12B0%
-8.51 %
009%

On-Peak Remaining Summer (May, Sep-Oct)
1st 500 kWh
501 kWhs . 3,500 kWhs
3,501 kWh and above

30.137207
$0.1372D7
$013/207

$00119639
$0124639
$0.134639

-$D01756B
-$0 012568
~$0002568

.1280%
-916%
-1 B7%

Off-Peak Remaining Summer
1st 500 kwhs
501 kwhs - 3,500 kWh
3,501 kWh and above

$0043328
50043328
$0,04332B

$0.037780
$0.D427/0
$0.D52780

-$0.00554B
-$0D0054B
$0.009452

.12.80%
_126%

2182%

Shoulder~Peak Remaining Summer
1st 500 kwhs
501 kwhs - 3,500 kwhs
3,501 kWh and above

50.0B6658
$0.08665B
$008665B

50.075562
$0oe05s2
50.090562

-$0011096
-$0.005D95
50003904

.1280%
-7.03%
451 %

On-Peak Winter (Nov-Apr)
1st 500 kWhs
501 kWh 4 3,500 kWh
3,501 kWh and above

$D.093B79
$0093B79
$0093879

50080590
50.085590
$0.D95590

-$0.D132B9
-$8008289
s0.00t711

-1416%
-8.83%
182%

Off-Peak Winter
1st 500 kWhs
501 kWh . 3,500 kWh
3,501 kWhs and above

$0032491
$0032491
$0032491

$D.030590
$0.035590
59.045590

.$0.001901
$0.0D3099
50.013099

-5.85%
9.54%

40.32%

Generation Capacity, all kWh N/A 50.000000 $0.000000 100_00%

Fuel and Purchased Power On-Peak Mid-Summer
1st 500 kwhs
501 kWh . 3,500 kwhs
3,501 kWh and above

50000000
50000000
$0.000000

$0.000000
$0000000
501000000

$0000000
$0.000000
$0.000000

100.00%
100.00%
100.00%

Fuel and Purchased Power Off-Peak Mid-Summer
1st 500 kWhs
501 kWh . 3,500 kwhs
3.501 kWhs and above

$0.000000
$0.000000
$0.000000

$0.000000
$0.000000
$0.000000

$0.000000
$0.000000
50.000000

100.00%
100.00%
100.00%

Fuel and Purchased Power Shoulder-Peak Mid~Summer
1st 500 WVhs
501 kwhs - 3,500 kWh
3.501 kWh and above

$0,DD0000
$0000000
$0.000000

$00000000
$0.000000
$0.000000

$0.0D0000
$0.000000
$D.000000

100.00%
100.00%
100.00%



Fuel and Purchased Power On-Peak Winter
1st 500 kWhs
501 kvvhs - 3,500 kWh
3,501 kWh and above

Fuel and Purchased Power Shoulder-Peak Rernainina Summer
1st 500 kwhs
50-1 kWh - 3,500 kWh
3,501 kWh and above

Fuel and Purchased Power Off-Peak Remairxinu Summer
tat 500 kWh
501 k\Nhs . 3,500 kWh
3,501 kWhs and above

Fuel and purchased Power Ota~Peak Winter
1st 500 KWhs
501 kWh - 3,500 kWh
3,501 kWh and above

Fuel and Purchased Power On-peak Remaining Summer
1st 500 kwhs
501 kWhs . 3,500 kWh
3,50t kWh and above

Special Residential Electric Service R~201C (Continued)

TUCSON ELECTRIC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, 2005

Present Rate

$0.000000
$0.000000
$0.000000

$0000000
50.000000
$0.0D0000

$0.000000
$o.oooooo
501000000

$0.000000
$0.000000
$0.000000

$0.000000
$0000D00
$0.000000

Proposed Rate

$0.000000
$0.000000
$0.000000

50.000000
$0.000000
$0.000000

$D.000000
$0.000000
$0000000

$0,00000()
$0.00D000
$0000000

$0.000000
ss0.000000
$0000000

$0.D00000
50.000000
$0.000000

$0.0D0000
$0,000000
$0.000000

$0.000000
$0.000000
$0000000

$0.000000
$0.000DDO
$0.000000

$0.000000
$0.00000D
$0.000000

$
Increase

100.00%
100.00%
100.00%

1000D%
100.00%
100.00%

100.00%
100.00%
10000%

100.00%
100.00%
100.00%

t00.00%
100.00%
10000%

%

Staff Schedule H-3
Page 15 of 96

Cost of Service

W

I



TUCSON ELECTRIC POWER COMPANy
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, zoos

Staff Schedule H-3
Page 16 of 96

Cost of Service

Increase

Present Rate Proposed Rate s %

Small General Service Pricing Plan GS-1 o
Customer Charge per Month

Single-Phase
Three-Phase

$5138
$13.24

$8.00
$14.00

$2.12
$0.76

36.05%
5.74%

Summer May-Oct)
First 3400 kph per month
1st 500 kWh
501 kW h . 54,500 kwhs
All remaining kWhs

$043695
$0,100343
$010D343
$0.100343

50070111
$0.0B5111
50100111

-501130232
-$0.015232
-$0000D232

-3013%
-15.ta%

-0.23%

Winter (Nov-Apr)
First 3400 kph per month
1st 500 kWh
501 kWhs - 54.500 kWh
AH remaining k\Nhs

$0113695
30.093772
$0.0937l/2
$0093772

$0050111
$006511 1
50080111

-SD043661
_$002B651
_$0013861

-46.56%
-30.56%
.14.57%

Generation Capacity, all kWhs N/A $0000000 $0.000000 100.00%

Fuel and Purchased Power Summer
1st 500 kwhs
501 kwhs . 54_500 Kv\/hs
All remaining kwhs

$0.00DOOO
$0.000DOD
$0000000

$0.000000
$0.DCIOD00
$0.00000D

$0.000000
$0.000000
$D000000

100.00%
10000%
1D0,DO%

Fuel and Purchased Power Winter
1st 500 kWh
501 kWhs - 54,500 kWh
All remaining WVhs

$0.00D000
sooooooo
$0000000

$0.000000
$0.000[)D0
$0.000000

$0.000000
$D00000D0
$000D000

10000%
100.00%
100.00%

General Service Mobile Home Parks Pricing Plan GS-11
Customer Charge per Month

Single~Phase
Three-Phase

$588
$1324

$800
$1400

$2.12
$0.75

35.05%
574%

Summer (May~Oc\) all kWh
Winter (Nov~Apr) all kWhs

$0.090921
SU079870

$0.07B540
$0,05B540

-$0.012381
-$0.021330

-13.62%
-2€.71 %

Generation Capacity, all kWh N/A $0.000000 50.000000 100.00%

Fuel and Purchased Power - all kWh N/A $0,000000 50.000000 10000%
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TUCSON ELECTRIC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, 2006

Staff Schedule H-3
Page 17 of 96

Cost of Service_

Increase
Present Rate Proposed Rate $ °/>

Small General Service Time of Use Pricing Plan GS-7G

Customer Charge per Month
Single-Phase
Three-Phase

$578
514.14

$8.00
$t40D0

$1.22
-$0.14

17.99%
-0.99%

On-peak Summer (May-Oct)
1st 500 kWhs
501 kwhs - 54.500 kWh
All remaining kWhs

$0.222943
$0222943
900222943

50.1654B0
$0.1l/0480
$0.180480

-$0.057463
.$0052463
-$DD42463

-25.77%
-23.53%
-19.05%

Off-peak Summer
1st 500 MNhs
501 kwh$ - 54.500 KWhs
All remaining kWhs

50067853
50057853
$0006l/'B53

$0.D50364
$0055364
$0.065364

~$00174B9
~$0D124B9
-$0.0024B9

-25.77%
-18.41 %

-3.67%

Shoulder-peak Summer
1st 500 kWh
501 kWhs - 54,500 kwhs
All remaining kWh

$0.140551
50140551
$0. 140551

$0.104324
30.109324
$099324

-$D.036227
-$0.031227
$0.021227

-2577%
-2222%
_15.10%

On-peak Winter (Nov-Apr)
1st 500 MNhs
501 kWhs . 54,500 kwhs
All remaining kWhs

$0.150244
$0.150244
$0.150244

$0.111519
$0.116519
$0.126519

-$D003B725
0033725

-$0.02372s

-25.77%
-2245%
-1579%

Off~peak Winter
1st 500 Wvhs
501 kWhs . 54,500 kWh

AH remaining kWh

$00053312
$0.053312
$0.053312

50039571
$0.044571
$D.054571

-$0.013741
-$0.00B74t
$0.001259

-25.77%
-16.40%

2.36%

Generation Capacity, all kWh N/A $00D0000 $0000000 100.00%

Fuel and Purchased Power On-Peak Summer
1st 500 kwhs
501 kWhs - 54,500 kwhs
All remaining kWhs

$0000000
$000000D
50.000000

50.0000D0
$D00000D0
SODOD000

50.000000
$0.000000
$0.000000

100.00%
100.00%
100.00%

Fuel and Purchased Power Off~Peak Summer
1st 500 kwhs
501 kWh . 54,500 kWh
All remaining kWh

$0000000
$0000000
SDDOOOOD

$0.000000
$0.D00000
$0.000000

$00D0D000
5D.000000
$0.000000

100.00%
100.00%
100.00%

Fuel and Purchased Power Shoulder Summer
1st 500 kWh
501 kwhs . 54,500 KWhs
All remaining kWh

$0000000
$00000000
$0000000

$0.0000D0
$D.000000
$0000000

$0.000000
$0.000000
$0.000000

100.00%
100.00%
10000%

Fue! and Purchased Power On-Peak Winter
1st 500 kWh
501 kW h . 54,500 kwhs
All remaining kWh

$000000D
$0000DOO
$0.000000

$0.000000
50.000000
50.000000

$0.000000
$0000000
$0.D00000

100.00%
100.00%
100.00%

Fuel and Purchased Power Off-Peak Winter
1st 500 MNhs
501 kwhs . 54,500 kWh
All remaining kVVhs

$0000000
$0000000
$0000000

$0000000
$0.000000
$0.0D000D

$0.000000
50.000000
$0.000000

100.00%
100.00%
10DD0%



TUCSON ELECTRIC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, 2006

Staff Schedule H-3
Page 18 of 96

Cost of Service

Increase

Present Rate Proposed Rate $ °/a

Interruptible Agricultural Pumping Pricing Plan Gs~a1
Energy kph Charge - Summer (May-oct)
Energy kph Charge - Winter (Nov-Apr)

$0051500
$0.050208

SU042040
$0042040

-$0.01
-$0.01

-18.37%
_16.27%

Generation Capacity, all kWh N/A $D0D0000(IJ $0.000000 'l 00DD%

Fuel and Purchased Power - all kWh N/A $0.00000D $0.000000 100.00%

Large General Service Pricing Plan GS-13

First 200 kW or Less Per Month $11675.88 (not used in proposed rates)

Customer Charge Per Month $0.00 $37188 $371638

Demand Charqe Per Month
Summer (May-Oct)

On-peak kW
Off-peak kW

$0.00
5000

$300
$100

$3.0000DO
$0.999000

10000°/9
10000%

Winter (Nov-Apr)
On-peak kW
Off-peak KW

$000
$000

5300
$1.00

$3 000000
$0.999000

10000%
1 DDO0%

Summer All Additional kW
On-peak kW
Off-peak kW

$6.52
$000

$3.00
$1 OO

-$3.520000
50.999000

-5389"/7
'100D0%

Winter All Additional kW
On-peak kW
Off-peak WV

$6.52
$0.00

5300
$1.00

-$3.520D00
$0 g99000

-5399%
10000%

Summer
On-peak kW
Off-peak kW
Shoulder Peak kW

$0063744
$0.063744
50063744

50.030375
$D050375
$0.07037S

$5916632
40.013368
$0005532

26.09%
-2097%
10.40%

Winter
On-peak kW
OW-peak KW

30060556
50060556

$0.0503'/5
$0.050375

-$0.0111B0
-$0.010'180

-16.81 %
-16.81 v,

Generation Capacity, all kWh N/A 50.000000 $0.000000 100.00%

Fuel and Purchased Power Summer
On-peak kwhs
Off-peak kwhs
Shoulder Peak kWhs

$0.00000D
50000000
50.000000

$0000000
500000000
50.000000

$0.000000
$0.000000
$0.000000

100.00%
100.00%
100.00%

Fuel and Purchased Power Winter
On-peak kWh
Off-peak kVVhS

30000000
$O000000

50.000000
50000000

$0.000000
$0.000000

'10000%
100.00%
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TUCSON ELECTRIC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, 2005

Staff Schedule H-3
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Cost of Service

Increase

Present Rate Proposed Rate $ %

Large General Service Time of Use Pricing Plan GS-85A

Customer Charge per Month $98_01 $37138 $273.87 279.43%

Demand Charge Per Month
Summer (May-Oct)

On~peak kW
Off~peak kW

$7.50
$000

$3.00
$100

-$4.500000
$0.999000

100.00%
100.00%

Winter (Nov-Apr)
On-peak kW
Off-peak kW

5495
$0.00

$3.00
$1.09

-$1.960000
$0.999000

100.00%
100.00%

Summer All Additional kW
On-peak kW
Off-peak kW

$7.50
$0.00

5300
$1 .00

-$4.500000
$0.999000

-60.00%
100.00%

Winter All Additional kW
On-peak WV
Off-peak kW

$4.96
$0.00

$3.00
$100

-$1 .960000
$0.999000

-39.52%
100.00%

Summer
On-peak kW
Off-peak kW
Shoulder Peak KW

$0069587
$0.061746
$0065687

$Q0075310
$0.045310
$D06531D

$0005773
-$0.016436
~$0000357

8.22%
-26.62%
-0.54%

Winter
On-peak kW
Off-peak »<w

50.065667
$0.057B26

50.045310
$0.045310

-$0020357
-$0.012516

-31.00%
-2154%

Generation Capacity, all kWhs N/A $0.000000 $0.000000 100.00%

Fuel and Purchased Power Summer
On-peak kWh
Off-peak kwhs
Shoulder Peak kwhs

$D.000000
$D.000000
$0.000000

$0.000000
50.000000
$0.000000

$0.000000
$0000000
$00D0000

10000%
10000%
100.00%

Fuel and Purchased Power Winter
On-peak kWh
Off-peak Kwhs

$0000000
$0.000000

$0.000000
$0.000000

$0.000000
$0.000000

100.00%
100.00%



TUCSON ELECTRIC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, 2005

Staff Schedule H-3
Page 20 of 96

Cost of Service

Increase

Present Rate Proposed Rate $ 94

Large General Service Time of Use Pricing Plan GS-85F

Customer Charge per Month $9460 $37188 $277.28 293.11%

Demand Charcle Per Month
Summer (May-Oct)

On-peak kW
Off-peak kW

$16.34
$000

$3.00
$1.00

-$13.340000
$0.999000

100.00%
100.00%

Winter (Nov-Apr)
On-peak kW
Off-peak kW

$9.10
$0.00

53.00
$1 .00

-$6100000
sosssooo

100.00%
100.00%

Summer All Additional WV
On-peak kW
Off-peak kW

$1684
$0.00

$300
$1.00

~$13340DDO
$099BD00

-BI .64°/>
100.00%

Winter AN Additional ken
On-peak kW
Off-peak kW

$9.10
$0.00

$300
$100

-$61D000D
$0999000

.6703%
10000%

Summer
On-peak kW
Off-peak kW
Shoulder Peak kW

$0104973
$0.031320
$0076808

30075310
$0045310
50065310

-$0029663
50013990
-50011498

»2B26%
44570/,

~14,97%

Winter
On-peak kW
Off-peak KW

50076808
$0.031320

$0.045310
$0045310

-$0.03149B
50.013990

-41.01%
4467%

Generation Capacity, all kwhs N/A $0.000000 50.000000 100.00%

Fuel and Purchased Power Summer
On-peak kWh
Off-peak kWh
Shoulder Peak kwhs

$0.000000
$00DDOD0
$0000[)00

$0000000
$0.000000
$00000D0

$0000000
$0.D00000
$0000000

100.00%
100.00%
100.00%

Fuel and Purchased Power Winter
On-peak kWh
Off-peak kWhs

$0.000000
$0.000000

50.000000
50.000000

$0.000000
50000000

100.00%
100.00%



l

TUCSON ELECTRIC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, 2005

Staff Schedule H-3
Page 21 of 96

Cost of Service

Increase

Present Rate Proposed Rate $ %

Large Light and Power Pricing Plan LLP-14

Customer Charge per Month $0.00 $500.00 $500.00 100,00%

Demand Charge Per Month
Summer (May-Oct)

On~peak kW
Off-peak kW

$987
$0.00

$8.00
$2.66

-$1 .97000D
$2.564000

100.00%
100.00%

Winter (Nov-Apr)
Or1~peak kW
Off-peak KW

$9.97
$0.00

s ao
$266

-$1 970000
52.664000

100.00%
100.00%

Summer {Mav~Octl
On-peak kW
Off-peak kW
Shoulder-peak kWh

$0,046001
$0.045001
$0.046001

$00637B5
$O033785
$0.053785

$0.017784
_$0.012216
$0.007784

38.66%
-26.56%
16.92%

Winter (Nov-Apr)
On-peak kW
Off-peak kW

$0.043701
$004370'1

$0.033785
$0.0337B5

-$0.009916
-$0009916

-22.69%
-22.69%

Generation Capacity, all kWh N/A $00D0000 $0.000000 100.00%

Fuel and Purchased Power Summer
On-peak kW
Off~peak kW
Shoulder Peak KW

$0.000000
$0.000000
$00D00000

$0.DOD000
$0.D00000
$0.000000

50.000000
$0.000000
$0.000000

100.00%
100.00%
100.00%

Fuel and Purchased Power Winter
On-peak kW
Off~peak kW

$0.000000
$0.000000

$0000000
$0.000000

$0.000000
50.000000

100.00%
100.00%



1

TUCSON ELECTRIC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, 2006

Staff Schedule H-3
Page 22 of 96

Cost of Service

Increase
Present Rate Proposed Rate $ %

Large Light and Power Time of Use Pricing Plan LLP\9DA

Customer Charge per Month $0.00 $50000 $500.00 100.00%

Demand Charge Per Month
Summer (May-Oct)

On~peak kW
Off-peak kW

$1095
$10.95

$8.00
$2.66

-$2.950000
.$8.290000

100.00%
10000%

Winter (Nov»Apr)
On-peak kW
Off-peak kW

$8.99
$8.99

$8_DO
$2.66

-$0.990000
-$6.330000

-1101%
-70.41 %

Summer (Mav-oct)
On-peak kph
Off-peak kph
Shoulder-peak kWh

$0.058805
$0041654
$0.049005

$0.0)4176
$0.054176
$0,07-4175

$0.025370
$0.012522
$0_025171

43.14%
30.06%
51 .36%

Winter (Nov-Aor)
On-peak kph
Off-peak kph

$0.05B805
$0.041654

$0.054176
$0.054176

-$0_004530
$O. 012522

-787%
30.06%

Generation Capacity, all kWh N/A $0.000000 $0,000000 100.00%

Fuel and Purchased Power Summer
On-peak kph
Off-peak kph
Shoulder Peak kph

$0000000
$0000000
$9000000

$0.000000
$0.000000
$0.000000

$0.000000
$0.000D00
$00000000

100.00%
100.00%
100.00%

Fuel and Purchased Power Winter
On-peak kph
Off-peak kph

$0.000000
$0.000000

50.000000
$0.000DOO

$0000000
$0000000

100.00%
100.00%

Large Light and Power Time of Use Pricing Plan LLP-SOF

Customer Charge per Month $0.00 $50000 $500.00 100.00%

Demand Charge Per Month
Summer (May-Oct)

On-peak KW
Off-peak kW

$20.34
$20.34

$8.00
$266

-$12.34
-$1768

100.00%
100.00%

Winter (Nov-Apr)
On-peak kW
Off-peak kW

$10.73
$10.73

$800
$2.66

-$2.73
-$807

100.00%
100.00%

Summer (Mav-Oct)
On~peak kph
Off-peak kph
Shoulder-peak kWh

$0.0B3541
$0.028002
$0.042003

$0.084176
$0.054176
$0.074176

$000063
$002617
$003217

100.00%
100.00%
100.00%

Winter (Nov-Aorl
On-peak kph
Off-peak kph

$0.042003
$00028002

$0054176
$0054176

$801217
$0L02617

100.00%
100.00%

Generation capacity, all KWhs N/A $0.000000 80.000000 100.00%

Fuel and Purchased Power Summer
On-peak WVh
OUT-peak kph
Shoulder Peak kph

$D.000000
$0.00D000
$000000(]

$0.000000
$0.000000
$0.000000

$0000000
$0.000000
$0.000000

100.00%
100.00%
10000%

Fuel and Purchased Power Y_Vinte_r
On-peak kWhs
Off-peak kWh

$0,000000
$0000000

$0.000000
$0D00000

$0.000000
$0.000000

10000%
10000%



.1

TUCSON ELECTRIC POWER COMPANY
COMPARISON OF PRESENT AND PROPOSED RATES

TEST YEAR ENDED DECEMBER 31, 2006

Staff Schedule H-3
Page 23 of 96

Cost of Service

increase
Present Rate Proposed Rate $ %

Municipal Service Pricing Plan PS-40
Summer . all kWh (MayDct)
Winter - all kWh (Nov-Apr)

$D0DB2463
$0D7B340

$0.0a1277
$0.077213

-$0.001 we
_$0.001127

444%
-1 44%

Generation Capacity, all kWh N/A $0.000000 $0.000000 100.00%

Fuel and Purchased Power Summer $0.DooooD $0.000000

Fuel and Purchased Power Winter $D00DooD 50.000000 $00000000 10000%

Municipal Service Pricing Plan PS-43
Summer - all kWh (May-Oct)
Winter - all kWh (Nov-Apr)

$00082463
50078340

$000B1277
$0.077213

»$0.001186
-$0.001127

-1.44%
-1.44%

Generation Capacity, all kWh N/A $0.00000D $0000000 100.()[)°/,

Fuel and Purchased Power Summer $0.000000 50.000000 50000000 1000D%

Fuel and Purchased Power Winter $000DD000 $0.00000D $D0000D0 10DD0%

Municipal interruptible Service Pricing Plan PS-45846
Summer - all kWh (May-Oct)
Winter all kWh (Nov-Apr)

$0.051500
$0.050205

$0.050759
$0049485

-$0.000741
-$0000722

-144%
-144%

Generation Capacity, all kwhs N/A $().000000 $0.00DOOO 10D0D%

Fuel and Purchased Power Summer $00000000 50.000000 $D.OOODDD 100.00%

Fuel and Purchased Power Winter $0.000000 $0000000 50000000 100.00%

Traffic Signals and Street Lighting Pricing Plan PS-418-47
All KWhs $0.06l7B61 50.064603 -$0.003258 -4.80%

Generation Capacity, all kWh NIA $O.DDOOD0 50.000000 100.00%

Fuel and Purchased Power - all kWh N/A $0.029070 $0 D29070 100.00%



Staff Schedule H~3-A
Page 24 of 96

Cost of Service
TUCSON ELECTRIC POWER COMPANY

COMPARISON OF PRESENT AND PROPOSED RATES
TEST YEAR ENDED DECEMBER 31, 2006

Combined Proposed R Increase

Present
Rate

Delivery
Charge s %

Lighting Pricing Plan PS-50, PS-51, and PS-52

Per too Watt

Per 250 Watt

Per 400 Waft

Per One Pole

Underground Service

55TH - new

55P -new

55UG -new

DOUG -new

$11.26

$16.90

$26.07

$3.93

$21 .33

$11 .26

$11 .26

$11 .26

$11.26

$10.72
$16.09
$24.82
$3.74

$20.31
$10.72
$10.72
$10.72
$10.72

($D54)
($o.81 )

($1 .25)
(so. 19)
($1 .O2)
(5054)
($0.54)
($0.54)
($0.54)

-480%

-4.80%

-4.BO%

-4.50%

-4.80%

-4B0%

-4.80%

_4.B0%

-4.80%



Attachment FWR-3

Bill Impacts - Base Rate Increase

Present Rates (Net of CTC) and Proposed Rates (Net of CTC)



u
42.86 A

-6.30%

-7.64%

~3.66 A

.2.26V

-033%

0.66%

127%

a.51 %

13.65%

16.23%

$4.90

$36.95

$44.96

$69.00

$8502

$125.08

$165.14

$205.20

$405551

$60581

$806.11

$7.00

$34.62

$41 .53

$56.47

$83. 10

$124.67

$166.24

$207.80

$440.03

$688.50

$938.97

0

400

500

800

1,000

1,500

2,000

2,500

5,000

7.500

10,000

$2.10

($z33)

($3.43)

($z53l

($1 .eel

($0.42)

$1 .09

$2.00

$34.52

$82,69

$130.86

-16.47%

_1738%

-15.09%

-13.85%

11.66%

-10.62%

-999'V

mas /2

7.34%

(seam

($786)

($8.97)

($9.97>

($12.49)

($15.00)

($17.52)

($5.72)

$50.37

$3217

$45.80

$59.44

$73.07

$10718

$141 .24

$175.33

$345.75

$686.60

$26.87

$37.84

$50.47

$63. 10

$94.67

$12624

$157.80

$340.03

$738.97

400

BOO

a00

1 ,000

1 ,500

2,000

2,500

5,000

10,000

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 1 of 29

Cost of Service

Present Proposed

Residential Pricing Plan R01

Customer Charge per Month
Single-Phase $4.90 $7.00

Summer (May-Oct)
i t  500 kW hs
501 kwhs - 3,500 kWh
3,501 kWhs and above

$0.080121
$0.0B0121
$0.080121

$0.057514
$0. 082514
$5397514

Generation Capacity, ail kWh NIA $0.000000

PPFAC $0. 000000 $0.001539

Proposed Proposed
DSM Adjuster, per k\nh

501 KWhs . 3,500 kWhs
3,501 kW h and above

$0.00D000
$0. 000000

$0.000625
so. 001875

Present Rate Proposed Rate

Increase
$

Increase
%

Monthlv K\NH Usage

Present Proposed

Residential Pricing Plan R01

Customer Charge per Month
Sing1ePhase $4.90 $7.00

Winter (Nov-Apr)

1st 500 kWhs
501 kwhs - 3,500 kWhs
3,501 kwhs and above

$00S8170
$0.068170
$0.068170

$0047514
$0.062514
$0.077514

Generation Capacity, all kWhs N/A so. 000000

PPFAC $0.000000 $0.001539

DSM Adjuster, per kph
501 k\Nhs - 3,500 kWh
3,501 kwhs and above

N/A
$0.0D0000

$0.0005250
$0.0018750

Total Bill
Present Rate

Tota\ Bi\l
Proposed Rate

Proposed
\increase

$

Proposed
Increase

%
Monthlv K\NH Usage



.45.53'7

_3748%

_30.6S A

-24.80%

-19.71 %

-1130%

-4.64%

5.23'/

12.20%

100

125

150

175

200

250

300

400

500

$12.21

$13.29

$14.38

$15.47

$18.56

$18.74

$20.92

$25.27

$29.53

sees

$8.31

$9.97

$11.64

$13.30

$16.62

$19.95

$26.80

$33.25

($556)

(s4.9a1

($4.411

($3.84)

($3.28)

@2121

($0.97)

$1 .32

$3.62

Tuscon Electric Power Company
Typical Bil\ Comparison - Present and Proposed Rates

Test Year December 31, 2006

Stay Schedule H-4 TCRAC
Page 2 of 29

Cost of Service

Present Proposed

Residential Water Heating Pricing Plan R02

Customer Charge per Month $7.85 $0.00

Delivery Charges - All kWh $0,043558 $0.066490

Generation Capacity - All kWhs $0.000000 $0.000000

PPFAC $0.000000 50.000000

DSM Adjuster, per kph
On-Peak Summer (May-Oct)

1st500 kwhs

$0.000000
$0058160

$00006250
$0.001B750

Present Rate Proposed Rate

Proposed
Increase

$

Proposed
Increase

%
Monthlv K\NH Usage



-D. 15=y

-0.94%

-0887

_0.05%

-0.80%

-0.77%

-0.75%

-0.20%

0.43 /o

400

600

B00

1 ,we

1 ,500

2.000

2,500

5,000

10,000

$35.25

$49.44

$63.64

$77.83

$113.31

$148.80

$18428

$361771

$716.55

$35. 19

$48.98

$63.07

577.17

$112. 41

$147.65

$182.90

$350.98

$719.55 ($0.051

0$0.46)

0$0.561

($0.66)

($0.90)

($1.141

($1 .as

($0.73)

$3. 10

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 3 of 29

Cost of Service

Present Proposed

Residential Pricing Plan R-21

$6.86 $7.00

420% 210%

$0114513
$0.114613
$0.114613

$0. 109870
$0 114B70
so, 124870

58.0% 58.0%

$0.039385
$0039355
$0.039365

$0.04394a
$0 048948
$0.05es4a

21.0%

Customer Charge per Month

On-Peak Summer (May-Oct)
1st 500 kwhs
501 kW h - 3.500 kW h
3,501 kWhs and above

Off-Peak Summer
1st 500 kwhs
501 kWhs . 3,500 kWhs
3,501 kwhs and above

Shoulder-Peak Summer
1st 500 kWhs
501 KWhs - 3,500 kwhs
3,501 kWhs and above

$0.000000
$0.000000
$0.000000

$0.099870
$0 104870
$0.114870

Generation Capacity, all kWhs $D000000 $0.D00000

PPFAC $0.0000D0 $0.001539

DSM Adjuster, per kph
501 kWhs - 3,500 kwhs
3,501 kWhs and above

$0 000000
50.000000

$0.0006250
$0 . 0018750

Monthly KWH Usage

Total Bill

Present Rate

Total Bill

Proposed Rate

Proposed

Increase

S

Proposed

Increase

%



0.61 %

0.65%

Q809/

0.90%

1 .04%

1. 12 A

1.17%

3.08%

16.57%

400

600

800

1,000

1,500

2,000

2,500

5 000

10,000

$27.02

$37. 10

$47.18

$57.25

$82.46

$107.86

$13285

$258.87

$510.87 $27.19

$37.34

$47.56

$57.78

$83.32

$108.87

$134.41

$26083

$595.53

$0.17

$0.24

$0.38

$0.52

$0.86

$1.21

$1.55

$7.96

$84.65

f

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2008

Staff Schedule H-4 TCRAC
Page 4 of 29

Cast of Service

Present Proposed
Residential Pricing Plan R-21

$6. BE $7,00

22.5% 38.7%
$0.088218
$0088218
$0.088218

30949870
$0.054870
30084870

77.4% 61.3%

Customer Charge per Month

On-Peak Winter (Nov~Apr)

1st 500 kWh
501 kWh _ 3,500 kWh
3,501 kWhs and above

Off-Peak Winter
1st 500 kWh
501 kwhs - 3,500 kWh
3,501 kWhs and above

$0.039385
$0039365
$()()9365

so . 049870
$0,054870
$0.064870

Generation Capacity, all kWh N/A $0.00DDOD

f PPFAC $0.000000 $0.001539

DSM Adjuster, per kph
501 kWh . 3,500 kWhs
3,501 kWhs and above

$0.000000
50.046238

$0.000G250
$00D1B750

Monthlv MH Usage Present Rate ProDosed Rate

Proposed
Increase

$

Proposed
Increase

%



7.71v

5.74%

7.69%

8.04 A

8.524

8.77 A

8.92 A.

9.03%

10.49 /=

400

500

800

1 _too

1 ,500

2.000

2,500

3.000

10,000

$35.43

$43.84

$66.07

$80.89

St 1795

$155.01

$192.06

$229. 12

$747.91

$39.23

$45.79

$71.15

$87.39

$128000

$168.60

$20920

$249.80

$826.37

$2. BI

$2.95

$5.08

$050

$1005

$1359

s17. 14

$20.68

$78.45

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 5 of 29

Cost of Service

Present Proposed
Residential Pricing Plan Time of Use R-70

$6.78 $9.00
180% 18.0%

$00173371

$00173371

$0.173371

$0 150590

500185590

so, 170590
75.0% 75.0%

$0.047360

$0.047360

$0047360

$0.050713

50.055713
$0.055/13

7.0% 7 0 %

Customer Charge per Month

Ore-Peak Summer (May-Oct)

1st 500 l(Whs

501 kwhs . 3,500 kwhs

3,501 kwhs and above

Off~Peak Summer

1st 500 kWhs

501 kwhs - 3,500 kVVhs
3,501 kWhs and above

Shoulder~Peak Summer

1st 500 kWhs
501 kW h - 3,500 kwhs
3,501 kwhs and above

$0105518
$0.10551 B
$0 105518

$0.101425
$0.1D8425
$0116425

Generation Capacity, al! kWhs $0.000000 $0,0DDooo

PPFAC $0.00(J000 $0.0015a9

DSM Adjuster, per kph
501 kWhs - 3,500 kWhs
3,501 kWhs and above

SQ000000
$0.0DDODO

300008250
s0.0018750

Monthlv KWH Usage
Total Bill

Present Rate
Total BNI

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%



200

400

500

800

1 .200

2,000

2,500

3,500

5,000

$18.27

$27.53

$32.16

$45.11

$59.37

$11190

$138.47

$191.53

$27323

7.64 />

1.37=y

~0.27%

1.21 %

2. 15%

2.s7v

3.23%

3.53%

4.48%

$16.97

$27.16

$32.25

$47.54

$67.91

$108.67

$134. 14

$185.09

$261 .51

$1.30

$0.37

($0.09)

$0.57

$1.45

$3.23

$4.33

$8.54

$11.73

Tuscon Electric Power Company
Typical Bill Comparison Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 6 of 29

Cost of Service

Present Proposed
Residential Pricing Plan Time of Use R-70

$5.78 $9.00

220% 22.0%
$0.115211
$0.115211
$0.115211

$0100590
$0.105590
$0.110590

78.0% 7B,0%

Customer Charge per Month
On~Peak Winter (Nov-Apr)

1st 500 kWh
501 kWh . 3,500 kWh
3,501 kWhs and above

Off-Peak Winter
1st 500 kWhs
501 kWhs - 3,000 kWhs
3,501 kW h and above

501032819
$0.032819
$0.032819

$0.030590
$0.035590
$0.040590

Generation Capacity, all kWh NIA $0.000000

PPPAC 30.000600 $0.001539

DSM Adjuster, per kph
501 kWh - 3,500 kWhs
3,501 kWhs and above

30_000000
N/A

$0.000S250
$0.0018750

Monthlv KWH Usage Present Rate Proposed Rate

Proposed
Increase

$

Proposed
Increase

%



5.51"/

3.82%

292%

236 A

1.5av.

18%

0,94 /0

0.44%

1.19%

400

600

800

1.000

1,500

2.000

2.500

5.000

10 000

$39.39

s55.00

$71 .01

$87.02

3127.05

$16708

$207. 12

$407228

$815 73

$36.95

$52.97

$69.00

$85.02

$125.08

s165. 14

$205.20

$405.50

$806. 10

$2.44

$2.02

$2.01

$2.06

$1.97

$1.95

$1.92

$1.78

3953

12.09%

8.95%

7.sav

7.37%

6.52/f»

6.08 A

5.82%

10.51%

18.14%

400

600

800

1.000

1,500

2,000

2.500

5,000

10,000

$3381

545,78

ssaos

$73.33

$106.51

$139.89

$172.88

$355.67

$741.88

$3026

$42.93

$55.61

$88.29

$99.99

$131 .68

$163.38

$321 .86

$538.81

$3.65

$3.84

$4.44

$5.03

$B.52

$8.01

$9.50

$33.82

$103.08

Tuscon Electric Power Company
Typical BEH Comparison Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 7 of 29

Cost of Semice

Present Proposed
Special Residential Electric Service R201A

$4.90 $9.00Customer Charge per Month (Single-Phase)

Mid-Summer (Jun-Aug)
1st sao kWhs
501 kW h - 3,500 kwhs
3,501 kWhs and above

$0.080120
80.080120
$0.080120

50074440
50079440
50.089440

Generation Capacity, all kWhs NIA SO 000000

PPFAC $D. 000000 SD 001539

DSM Adjuster, per kph
501 kWhs - 3,500 l<VVhs
3,501 kWhs and above

$0.0(]0000
so 000000

$0.0006250
$0,001B750

Monthlv KWH Usage
Total Biff

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

s

Proposed
increase

%

Present Proposed
Special Residential Electric Service R201A

s4.90 $9.00Customer Charge per Month (Single-Phase)

Remaining Summer (May, Sep-Oct)
1st 500 kWh
501 KWhS . 3,500 kwhs
3,501 kwhs and above

$0.0s3391
$0.063391
$5063391

$0.060743
50055742
$0.075743

Generation Capacity, all kWh N/A s0.000000

PPFAC $OD00000 30001539

DSM Adjuster, per kph
501 k\Nhs - 3,500 kWh
3,501 kWhs and above

$0 . 000000
s 0 000000

sonooszso
500018750

i

Monthlv KWH Usage
Total Bin

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

$

Proposed
Increase

%



$29.64

$40.31

$51 .32

$62.33

$89.87

$117.40

$144.93

$297.59

$622.92

400

600

800

1.000

1.500

2,000

2,500

5,000

10,000

$28.36

$37_08

$47.81

$58.54

$B536

$112. 18

$139.00

$273. 10

$541.30 12.47%

8.70%

7.349

6.48°/

5.28%

4.55%

4.27V

8.97%

15.D8V

$3.29

$3.22

$3.51

$3.79

$4.51

$5.22

$5.93

$24.49

$81.52

1
Tuscon Electric Power Company

Typical Bill Comparison - Present and Proposed Rates
Test Year December 31, 2006

Staff Schedule H~4 TCRAC
Page 8 of 29

Cost of Service

Present Proposed
Special Residential Electric Service R201A

$4.90 $9.00Customer Charge per Month (Single-Phase)
Winter (Nov~Apr)

1st 500 kwhs
501 kW h - 3,500 kwhs
3,501 kW h and above

$0,053640
$0.053840
$0.058s40

$0.049440
$0.054440
$0.064440

Generation Capacity, ail kWh NIA $D. 000000

PPFAC $0.000000 $0001539

DSM Adjuster, per kph
501 kWhs . 3,500 kWh
3,501 kWhs and above

30.000000
$0.0G0000

$0.0006250
$0.001B750

Monthlv KWH Usage
Total  in

Present Rate
Total Be

Proposed Rate

Proposed
Increase

$

Proposed
Increase

%

I

J

|



ass A

4.99 /

4.0B°/

4.88%

5.14%

5.27 A

4.52°/

5.77%

11.43%

$39. 53

$54.80

$70.07

$86.50

$12650

soS5.51

$204.89

$407.50

$851.05

400

600

800

1,000

1,500

2,000

2,600

5,000

10.000

$37.06

$52.20

$6734

$82.48

$120.32

$158. 17

$195 02

$385.26

$753.74

$2.48

$2.50

$2.73

$4.03

as. 1 B

$883

$8.87

$22.24

$87.31

Tuscan Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 9 of 29

Cost of Service

Present
Special Residential Electric Service Time of Use R-201B

Proposed

$6.78 $900
188% 18.9%

SO. 173371
so. 173371
$0_ 173371

so. 1 S0590
$0 165590
so 175590

73.3% 73.3%
50.047360
$0.047360
$0.047360

$D05D713
so. 055713
$0085713

7 8 % 7.8%

Customer Charge per Month
On-Peak Mid-summer (Jun-Aug)

1st500 kWhs
501 kWh - 3,500 kWh
3,501 kWhs and above

Off-Peak Mid-Summer
1st 500 kWhs
501 kWhs - 3,500 kWh
3,501 kWhs and above

Shoulder-Peak Mid-Summer
1st 500 kWh
501 KWhs - 3,500 kwhs
3,501 kWhs and above

$0.105518
$0.10551a
30.105518

$0. t01425
so. 106425
$0,116425

Generation Capacity, all kWh N/A $DDOODDO

PPFAC $0.000000 $0.001539

DSM Adjuster, per kph
501 kW h . 3,500 kW h
3,501 kWhs and above

$0.000000
$0.063744

300006250
80.001a750

Monbhlv KWH UsaGe
Total Be

Present Rate
Total Bull

ProDosed Rate

Proposed
Increase

$

Proposed
Increase

%



12. 19 /,

10.44%

9.45%

10.93%

11.50%

11.80 /,

10.59%

12.55%

20.89%

$32,33

$44.00

$55.67

$68.65

$99.72

$130.79

$160.00

$317.72

$574.36

$3.51

$4.16

$4.81

$6.76

$10.29

$13.81

$15.46

$35.42

$116.55

400

600

B00

1 000

1 500

2,000

2,500

5,000

10,000

$28.82

$39.84

$50.86

$81 .BB

$89.44

$116.99

s144554

$282.0

$557.81

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page LG of 29

Cost of Service

Present
Special Residential Electric Service Time of Use R-201B

Proposed

$6.78 $900

16,0% 16.0%

$0.135615
$0135615
$0,135615

so. 127668
$CL132568
$0 142668

76.2% 76.2%

$0.035436
$0035435
$0.035436

$0940316
$0.045318
$0.055316

7.8% 7.8%

Customer Charge per Month

On-Peak Remaining Summer (May, Sep-Oct)

1st 500 kWh
501 kW h - 3,500 kwhs
3,501 WVhs and above

Off-Peak Remaining Summer
1st 500 kWh
50t kWhs . 3,500 KWhs
3,501 kWhs and above

Shoulder~Peak Remaining Summer
1st 500 kwhs
501 kWhs 3,500 i<vVhs
3,501 k\Nhs and above

$0.081873
$0081673
$0.081573

$0.0B0633
$00085633
$0.095S33

Generation Capacity, all k\Nhs N/A $0.000000

PPFAC $00000000 $0.001539

DSM Adjuster, per kph
501 kWhs . 3,500 k\Nhs
3,501 kW h and above

$D.000000
$0000000

$0,000S250
$0.0018750

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

$

Proposed
Increase

%
Monthlv KWH Usage



16.04%

14. to%

13.0a%

15.23 /

15.45%

16.65%

17.39%

1B.96°/

27.29%

$22.50

$30.36

$38 23

$46.09

$65.74

$85.39

$105.05

$203.32

$399.85

$26. 11

$34.67

$43.23

$53. 11

$75.90

$99.61

$123.32

$241 .87

$508.98

400

sao

800

1 _too

1 ,500

2 000

2,500

5,000

10,000

$3.61

$4.31

$5.00

$7.02

$10.16

$14.22

$18.27

$38.56

$109.12

Tuscon Electric Power Company
Typical Bill Comparison Present and Proposed Rates

Test Year December 31, 2006

StatT Schedule H»4 TCRAC
Page 11 of 29

Cost of Service

Present
Special Residential Electric Service Time of Use R-201B

Proposed

$6.78 $9.00

23.6% 23.6%

$0089379
$0.0B9379
80.089379

$0. 110590
$9.115590
$0. 125590

76.4% `764%

Customer Charge per Month

On-Peak Winter (Nov~Apr)
1st 500 kWhs
501 kWhs - 3,500 kWhs
3,501 kwhs and above

Off-Peak Winter
1st 500 kWh
501 kWh 4 3,500 kWh
3,501 kWhs and above

$0.023873
301023873
$0_023873

$0.020590
$0.025590
$0.035590

Generation Capacity, all kWh N/A $0.000000

PPFAC $0 000000 $0.001539

DSM Adjuster, per kph
501 kWh . 3,500 kWhs
3,501 kWhs and above

$0000000
$0.000000

$0.0005250
$0 . 0018750

Monthlv KWH Usage

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
\increase

$

Proposed
Increase

%



7.28%

5.49%

4.50%

5.45%

5.55%

5.88%

5. 10 Aw

6.37%

12.32%

400

SOO

B00

1 ,too

1 ,500

2,000

2,500

5,000

10.000

$3639

$5125

$66.11

$80.93

$118.08

$155.05

$192.10

$377.47

$748.04

$39.05

$54. 07

$68.09

$85.34

$124.75

$1 GO. 17

$201 .90

$401 .53

$840.23

$2.65

$2.81

$2.98

$441

$6.68

$9. 12

$9.80

$24.06

$92. 19

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2066

Staff Schedule H-4 TCRAC
Page 12 of 29

Cost of Service

Present Proposed
Special Residential Electric Service R-281C

$6.78 $9.00

17.5% 17.5%

$0. 173371
$0. 173371
$O. 173371

SO 160590
so. 1 S5590
$0175590

74.4% 74.4%
$0 047350
$O. 047360
$0 047360

$0050713
$0.055713
$0.065713

8.2% 8.2%

Customer Charge per Month

On-Peak Midsummer (Jun-Aug)
1st 500 kWh
501 kWhs - 3,500 kWhs
3,501 kWhs and above

Off-Peak Mid-Summer
1st500 k\Nhs
501 kWh - 3,500 kWh
3,501 kWhs and above

Shoulder-Peak Mid-Summer
1st500 kWh
501 kWhs - 3,500 kWh
3,501 kWhs and above

30.105518
$010551 B
$0.105518

$0. 101425
$D. 105425
$0. 115425

Generation Capacity, all kWhs N/A $0000000

PPFAC $0.000000 $D001539

DSM Adjuster, per kph
501 kWhs - 3,500 kwhs
3,501 kW h and above

$0.000000
$0,000000

$0.0006250
$0.0018750

Monthlv K\NH Usage
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

s

Proposed
increase

%



13.50 /9

11 .77 /,

10.79 A

12.35%

13.01%

13.36%

12.23%

14.25%

23.08%

$27.40

$37.71

$48.02

$58.33

$84.11

$109.89

$135.56

$264.54

$522331

400

S00

a00

1 ,000

1 ,500

2,000

2,500

5,000

10,000

$31 10

$42. 15

$53.20

$65.54

$95.05

$124.57

$15225

$30224

$642.87

33.70

$4.44

$5.1a

$7.20

$10.94

$14.89

$15.59

537,70

$120.57

Tuscon Electric Power Company
Typical\ Bill Comparison . Present and Proposed Rates

Test Year December 31, 2006

St3R Schedule H-4 TCRAC
Page 13 of 29

Cost of Service

Preset! Proposed

Special Residential Electric Service R-201C

56.78 $9.00

168% 168%

so. 126407
$0. 126407
$0. 126407

SO 119639
50 124539
$0. 134639

757% 75.7%

$0.032528
$0.032528
$0.032528

50,0377B0
so. 042780
50052780

7 8 % 7 8 %

Customer Charge per Month

On-Peak Remaining Summer (May, Sep-Oct)
1st 500 KWhS
501 kwhs - 3,500 kwhs
3,501 kW h and above

Off-Peak Remaining Summer
1st 500 kwhs
501 KWhs - 3,500 kWhs
3,501 kWhs and above

Shoulder-Peak Remaining Summer
1st 500 kWhs
501 kWhs - 3,500 kWh
3,501 kWhs and above

$0.075858
$0.075858
$0.G75_858

80.075562
$0.080562
$0.090562

Generation Capacity, all kWhs N/A s0.000000

PPFAC $0.000000 $0001538

DSM Adjuster, per kph
501 kWh _ 3,500 kWh
3,501 kW h and above

$0000000
$0.00000D

w.0006250
$0.0018750

Total Bill
Present Rate

Total Be
Proposed Rate

Proposed
Increase

s

Proposed
Increase

%
Monthlv KWH Usage



2387 A

22.82 A

22. 19 A

24.81 /»

25.61%

27. 18%

28. 17 A

30.25%

39.45%

400

600

800

1 ,too

1 ,500

2,000

2,500

5,000

10,000

$5.09

$5.52

$7.95

$10.70

$15.70

$21.50

$27.50

$57.02

$145.04

$26.41

$35.11

$43.82

$53.83

$77.00

$101 .07

$125.15

$245.53

$515.28

$21 .32

$28.59

$35.56

$43.13

$61 .30

$79.47

$97.84

$188.51

$370.24

Tuscon Electric Power Company
Typical Bill Comparison . Present and Proposed Rates

Test Year December 31. 2006

Staff Schedule H»4 TCRAC
Page 14 of 29

Cost of Service

Present Proposed

Special Residential Electric Service R-ZD1C

$6.78 $900

23.9% 23.9%

$0083079
$0.0B3079
$0.0a307s

$0080590
$0.085590
$0.095590

76.1% 76.1 °/a

Customer Charge per Month

On-Peak Winter (Nov-Apr)
1st 500 kWhs
501 kWh . 3.500 kWh
3,501 kW h and above

Off-Peak Winter
1st 500 kWh
501 kWhs - 3,500 kWh
3,501 kWhs and above

SQ021691
$0.021691
50.021691

$0.030590
$0.035590
$0.045590

Generation Capacity, al\ kWh N/A $0.DOD000

PPFAC $0.000000 $0,001539

DSM Adjuster, per WVh
501 kWh . 3,500 kWhs
3,501 kW h and above

so 000000
$0. 000000

$0.0006250
$0001 B750

Total Bil\
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

$

Proposed
Increase

%
Monthlv KWH Usage



-22.86 /n

~849 A

~8.25 A

-5.78 /n

-5.24%

-4.83%

,434 /

-401 *v

-394 /

.390%

-3,B7%

812.951

($8.02)

(s11 .421

($13.13)

(51853)

($21 .651

($35.68)

(510082)

($192.00)

($345.311

($5B6.011

500

1,000

2,000

2,000

3.500

5,000

10,000

30,000

55,000

100000

200.000

$56.82

$94.40

$182.92

$227. 18

$315.69

$448.47

$891 .06

$2,561 42

$4,874.37

$8,857.68

$17709.48

34383

$86.38

$171 49

$21405

$299 16

$42882

$852.38

$2,55460

$4,682.37

$8,512.37

517,023.47

Tuscon Electric Power Company
Typical Bill Comparison Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 15 of 29

Cost of Sen/ice

Present Proposed

Small General Service Pricing Plan GS-10

$5.88 $8.00
Customer Charge per Month

Single-Phase
Summer (May-Oct)

First 3400 kph per month
1st 500 kWh
501 kWh .. 54,500 kWh

All remaining kWhs

so 101 a'/0
$0.08a518
50.088518
$0.088518

$0.000000
50070111
$0.0B511 1
5 0 0 0 1 1 1

Generation Capacity, all kWhs N/A 50.000000

PPFAC $0.000000 $OD01539

Monthlv KWH Usage

Total Bill
Present Rate

Tata\ Bill
Proposed Rate

Proposed
Increase

s

Pl'9pDs€d
Increase

%

Present Proposed

Small General Service Pricing Plan GS-10

$5.88 $8.00
Customer Charge per Month

SinglePhase
Winter (Nov-Apr)

First 3400 KWh per month
1st 500 kWh
501 kWhs . 54,500 kWh
All remaining kWhs

$0. 101870
$0.0a1947
$0.081947
$0. 081947

50000000
$0050111
$0.065111
$0.080111

Generation Capacity, all kWhs $Cl.000000 50.000000

PPFAC $0.000000 50.001539

DSM Adjuster, per kph
501 kWhs - 3,500 kWhs
3,501 Kwhs and above

$0.000000
$0.000000

$0.0005250
so.0018750

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

s

Proposed
Increase

%
Monthly K\NH Usage

500

1,000

2,000 I

2.500

$46.85

$87.53

$169.77

$210.75

$292.69

$415.62

$825.35

$2,464.29

$4,512.97

$34.14

$67.01

$132.74

$15561

$231.35

$329.95

$558.63

$1373.35

$3,616.75

($12.72)

($20.s2>

($37.03)

($45.14)

($6135)

($85.s7l

(316672)

($49094)

($a96.22)

-27.14%

-23171 %

-21 .BI%

-21.42%

-2D96%

-20.61 %

_2020%

-1992%

-19.86%

3.500

5,000

10,000

30,000

55,000



Tuscon Electric Power Company
Typical Bili Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 16 of 29

Cost of Service

I 100,000

200,000

$8,200.58

$16,395.28

$6,830.81

$13,329.41

($1 ,56s.77>

($3,065.87)

-1914%

-18700%



7.434

540%

4.27%

4.03°/

3.769

3.55 A

3.306

313/0

310 /

$4758

$87 t7

$188.33

$205.91

$28508

$40383

$79965

$2,302.95

$3,966.25

500

1,000

2,000

2 500

3 500

5,000

10.000

30.000

50,000

$44.29

$82.70

$159.52

$197.94

$274.76

$389.99

$774. 10

$2,310.54

$3,846.98

$3.29

5446

$5.01

$7.98

$1032

513,84

$2555

$7241

$11927

($0.41)

($2.95)

@001)

($10.55)

($15.81)

($23.21)

($48.55)

(314888)

($251 .211

$38.77

$71 .65

$137.42

$170.31

$236.08

$334.74

$663.59

$1 .979.01

$3,294.43

-1 ,07%

-4,11 %

-5.83%

~6. 19%

-6.81 6

45.93%

-7.32%

-7.57%

~7.83V

500

1,000

2,000

2,500

3.500

5_000

10 000

30,000

50,000

$38.35

$88.70

$129.41

$159.75

$220.47

$311.52

$615.04

$1 ,B29. 13

$3, 043. 22

Tus c on  E lec t r i c  P ow er  C ompany
Typ ica l  B i l l  C ompar ison -  P r esent  and P r opoSed R at es

Test  Year  December  31,  Z OOS

St a f f  Schedu le  H - 4  TC R AC
P age 17 of 2 9

C o s t  o f  S e r v i c e

P r e s e n t P r o p o s e d

Ge n e ra l  S e rv i c e  Mo b i l e  Ho me  P a rks  P r i c i n g  P l a n  GS -11

C us t omer  C har ge  per  M ont h
S ing le - P has e

Su mme r  ( M a y- O c t )  a l l  k w h s

$5 . 88
$ 0 0 7 6 8 2 2

so. 00
5 0 0 7 8 5 4 0

G ener a t ion  C apac i t y N / A $0  000000

F ue l  and  P ur chased  P ow er  -  a l l  kw hs N / A $00DOOD0

D SM  Ad j u s t e r ,  p e r  k p h $ 0 0 0 0 0 0 0 0 $0,DOOS250

M on t h l v K W H  U s age

Tot a l  B i l l
P r esen t  R at e

Tot a l  B i l i
P r oposed  R a t e

P r o p o s e d
I ncr ease

s

P r o p o s e d
I nc r ease

%

P r e s e n t P r o p o s e d

Ge n e ra l  S e rv ic e  Mo b i l e  Ho me  P a rks  P r ic in g  P la n  GS -11

C us t omer  C har ge  per  Mont h
S ing le - P has e

Wint er  ( N ov- Apr )  a l l  K Whs

$5 . 88
$ 0 0 6 5 7 7 1

$8 . 00
3 0 0 5 8 5 4 0

G ener a t ion  C apac i t y $0 . 000000 $0 . 000000

P P F A C N/A $0. D 01539

D SM  Ad j u s t e r ,  p e r  k p h so.  000000 $0 . 0006250

M on t h lv K W H  U s age

Total B i l l
P r esen t  R at e

Total B il l
P r oposed  R a t e

P r o p o s e d
I ncr ease

$

P r o p o s e d
I nc r ease

v .



-9.gg /

-10.87%

-10.38 A

-10.28%

-10. 16%

-10.07%

-9.97%

.990%

-9.88%

$44.45

$81 go

$158.80

$197.20

$274.01

$38922

$773.26

$2,309.40

$4,229.57

($4.94)

($10.001

($18.40)

l$zzem

($31.00l

($4:-1.51 )

( $85. 62)

(s25ae7m

( s4s3. 74)

5 0 0

1 _000

2. 000

2 , 500

3, 500

5. 000

10, 000

30 , 000

5 5 0 0 0

$49 . 38

$91 . 99

$177 . 20

$219 . 80

$305. 01

$432 . 83

$ 0 5 0 0 0

$2 , 563 . 07

$4, 693. 31

Tuscon  E lec t r ic  P ow er  C ompany
Typ ica l  B i l l  C ompar ison -  P r esent  and P r oposed R at es

Tes t  Y ear  D ecember  31 ,  2006

St a f f  Schedu le  H - 4  TC R AC
P age 18 of  29

C o s t  o f S e r v i c e

P r e s e n t P r o p o s e d

S ma l l  Ge n e ra l  S e r i n e  T i me  o f  U s e  P r i c i n g  P l a n  GS - 7G

$5 . 78 $8. 00

18 . 2% 1 6 2 %

$0 . 211118
$0 . 211118
$0 , 211118

$0  165480
$0.  170480
so.  180480

78 . 2% 78 . 2%

$D. 056028
$0 . 055028
$0 . 055028

so.  050384
$0  055364
$ 0 0 6 5 a e 4

5 7 % 5 . 7%

C us t omer  C har ge  per  Mont h
S ing le - P has e

O n- peak  Summer  ( M ay- O c t )
1s t  500  kWh
5 0 1  k w h s  -  5 4 . 5 0 0  k w h s

A l l  r ema in ing  k W hs
O f f - peak  Summer

1s t  500  kWhs
S m  k W h  .  5 4 , 5 0 0  k W h s

AI R  remaining kWhs
Sh o u ld e r - p e a k  Su mme r

1 s t 5 0 0  k W h
5 0 1  k W h s  -  5 4 , 5 0 0  k W h

Al l  r ema in ing  k W hs

so.  128726
so.  128725
so.  128726

$D. 104324
so.  109324
$0. 119324

Gener at ion  C apac i t y,  a l l  kWh N / A $0 . 000000

PPFAC $0 . 000000 $0.D01539

D SM  Ad j u s t e r ,  p e r  k p h
501 k \ N hs  .  3 , 500 K w hs
3 , 5 0 1  k W h  a n d  a b o ve

$ 0 g 0 0 0 0 0
$0 . 000000

$ 0 0 0 0 5 2 5 0
$0 .  0018750

M on t h lv K W H  U s age

Total  B i l l
P r esent  R at e

Total  B i l l
P r oD osed R at e

P r o p o s e d
I ncr ease

$

P r o p o s e d
I ncr ease

%



~4.58%

-4.55 /s

4. 10 A

-3.677

.3_16%

2.77%

-2.30°/

.1 .99%

_1 92°/

$35.17

$83.88

$121.85

$151.38

$210.43

$298.99

$594.22

$1,775.12

$2,955.01

500

1,000

2,000

2,500

3,500

5,w0

10,000

30,000

50,000

$36.85

$66.92

$127.07

$157.14

$217.29

$307.50

$608.23

$1 ,a11 13

$3,014.03 (swam

($3.05)

(55.21 I

($5.75)

($6.86)

(saw

(s14.01 )

(96.01 )

($58.02)

Tuscon Electric Power Company
Typical Bill Comparison Present and Proposed Rates

Test Year December 31. 2006

Staff Schedule H-4 TCRAC
Page 19 of 29

Cost of Service

Present Proposed

Small General Service Time of Use Pricing Plan GS-76

$6.78 $B0D

15.2% 19.2%

$0.138419
$0.138419
50.138419

$0.111519
30418519
$00126519

BDB% 80.8%

Customer Charge per Month
Single-Phase

On~peak Winter (Nov-Apr)
1st500 kWhs
501 kW h . 54,500 kwhs

All remaining kWh
Off-peak Winter

1st 500 kWhs
501 kWhs - 54,500 kWhs

All remaining kWhs

$0.041487
$0.041487
$0.041487

$0039571
$01044571
$0.054571

Generation Capacity, all kWh N/A $0000DDO

PPFA<: SO oooooo $0001539

DSM Adjuster, per kph
501 kwhs - 3,500 kwhs
3,501 kWhs and above

$0.000000
$0.00000CI

$0.0006250
SD 001 B750

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

s

Proposed
Increase

%
Monthlv K\NH Usage



180 /

1.B0%

1.80%

1.80%

1.80%

1.80%

1.80%

1.80%

1.80%

500

1 000

2,000

2,500

3.500

5,000

10,000

30,000

50,000

$22. 10

$44220

$88.41

$110.51

$154.72

$221 .02

$442.04

$1 _326_ 13

$2, 210. 22

$21. 71

$43 . 42

$86 . 85

$108 . 56

$151 .98

$ 2 1 7 1 2

$434 . 23

$1 , 302 . 59

$2 , 171 . 15

$0 . 39

$0 . 78

$1 .55

$1 .95

$2 . 74

$3. 91

$7. 81

$23 . 44

$39 . 07

4 . 9 2 6

492 / 0

4 . 92%

4. 92%

4. 92%

4. 92V

4. 92%

4. 92%

4. 92%

$22.  t o

$44. 20

$88. 41

$110 . 51

$154. 72

$221 .02

$442 . 04

$1 .326.13

$2, 210, 22

5 0 0

1 ,000

2, 000

2, 500

3, 500

5 . 000

10, 000

30 , 000

50, 000

$21. 07

$42 . 13

$84 . 26

$105. 33

$147 . 46

$210. 66

$421331

$1, 263. 93

$2, 106. 55

$1 .04

$2 . 07

$4 . 15

$5 . 18

$7 . 26

$10 . 37

$ 2 0 1 3

$62 . 20

$103 . 57

Tuscon  E lec t r i c  P ow er  C ompany
Typ ica l  B i l l  C ompar ison -  P r esent  and P r oposed R at es

Tes t  Y ear  D ecember  31 ,  2006

Sta f f  Schedule  H-4 TCRAC
Page  20 o f  29

Co s t  o f  S e rv ic e

Present P r o p o s e d

I n te r ru p t i b l e  Ag r i c u l tu ra l  P u mp i n g  P r i c i n g  P l a n  GS -31

E n e r g y k p h  C h a r g e  .  s u mme r  ( M a y- O c t ) $D . 043423 $0.  042040

Gener at ion C apac i t y,  a l l  kWh N / A $0 . 000000

P P F A C N / A $ 0 . 0 0 t 5 3 9

D SM  Ad j u s t e r ,  p e r  k p h $D.D000000 $0. D 006250

M on t h lv K W H  U s age

Total  B i l l
P r esen t  R at e

Total B il l
P r oposed  R a t e

P r o p o s e d
I ncr ease

$

P r o p o s e d
I nc r ease

%

Present P r o p o s e d

I n te r ru p t ib le  Ag r ic u l tu ra l  P u mp in g  P r ic in g  P la n  GS -31

E ner gy k ph  C ha r ge  -  W in t e r  ( N ov- Ap r ) $0 . 042131 $0 . 042040

Gener at ion C apac i t y,  a l l  kWhs N / A $0. 000D 00

P P F A C N l A $0. 001539

D SM  Ad j u s t e r ,  p e r  k p h $0 . 0000000 $0. 000S25D

Mont h lv K \ N H  U sage

Total B i! !
P r esent  R at e

Total B il l
P r oposed  R a t e

P r o p o s e d
I nc r ease

$

P r o p o s e d
I nc r ease

%



2.41 /

3. 1 o /

348%

3.74%

3.92%

$7_409 41

510,325,13

$13,240.86

$1 s, 158.59

819.07z32

100,000

150,000

200,000

250,000

300 000

$7,235.08

$10,014.68

$12,794.28

$15,573.88

$18,35341

$17433

$310.45

$44858

$58271

$718.84

-3.82%

-3.65%

.3.55%

~3.48°/

-3.44%

$6,651.83

$9,188.72

$11,725.65

$14,262.57

518,799.12

100,000

150,000

200,000

250,000

300,000

$5,916.28

$9,536.48

$12,156.68

514,775.88

$17,397.08

(526445)

($347.76)

($431.03l

($514.31 I

($497061

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-A TCRAC
Page 21 of 29

Cost of Service

Present Proposed

Large General Service Pricing Plan GS-13

First 200 kW or Less Per Month
Customer Charge Per Month

$1 _675.8B
$0.00

(not used in proposed rates)
$371.88

Demand Charge Per Month
Summer (May-oct)

On-peak kW
Off~peak kW

$0.00
$0.00

$3.00
$1.00

50.5%
49.5%

Summer All Additional kW
On peak kW
Off-peak KW

$6.52
$0.00

$000
$0.00

Summer
On-peak kW
Off-peak kw
Shoulder Peak kW

$0.055592
$0.055592
$5055592

18.9%
74.3%
6 8 %

$0080378
$0.050378
50.070378

183%
743%
6.5%

Generation Capacity, all kWhs N/A $0000D000

PPFAC 50.000000 50.001539

DSM Adjuster, per k p h $0.0000000 $000006250

Monthlv K\NH Usage

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

$

Proposed
Increase

%

Assuming 600 KW Demand

Present Proposed

Large General Service Pricing Plan GS-13

First 200 kW or Less Per Month
Customer Charge Per Month

$1 ,6`/5.88
$0.00

(not used in proposed rates)
$371 .BB

Demand Charge Per Month
Winter (Nov-Apr)

On-peak kW
Off-peak kW

$0.00
$0.00

3300
$1D0

505%
49.5%

Winter All Additional ken
On-peak kW
Off-peak kW

$5.52
$0.00

$000
$0.00

Winter
On-peak KW
Off-peak kW

$0.052404
$0052404

235%
765%

50.050375
$005037B

23.5%
76.5%

Generation Capacity, all kWhs N/A $0.000000

PPFAC $0.000000 $D.D01539

DSM Adjuster, per kph $0.0000000 $0.0006250

Monthlv KWH Usage

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

Assuming sao KW Demand



-9.BB%

-7.34%

.5.85 /1

-4.87%

-4. 1 B%

$7,081 .37

$9,833.08

$12,584.79

$15.336.50

$18.088.21

$7 857.72

$10,612.57

$13,38/.42

$16,122.28

$18,877.13

100,000

150,000

200,000

250,000

300 000

l$776.351

($779.49)

($782641

($78578)

($78892)

$6,203.30

$8,515.97

S10 828.65

$13,141.32

$15,453.99

100,000

150,000

200,000

250,000

300,000

$6,715.82

$9,280.43

$11 845.23

514,410.04

$16974.85

-7.63%

-8.24%

-8.58%

-B80A

-8.96%

($512.32)

($`/64.461

(so ,016.591

($1258.721

($1 ,520.851

Tuscon Electric Power Company
Typical Bill Comparison Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 22 of 29

Cost of Service

Present
Large General Service Time of Use Pricing Plan GS-85A

Proposed

Customer Charge per Month $98.91 $371.88

Demand Charge Per Month
Summer (May-Oct)

On-peak kW
Off~peak kW

$7.50
$0.00

50.0% $3.00
$1 00

50.5%
49.5%

Summer AH Additional kW
On~peak kW
Off-peak kW

$7.50
$000

$0.00
$0.00

Summer
On-peak kW
Off-peak kW
Shouider Peak kW

$0.061435
$0.053594
$0. 057515

164%
78.0%
5.6%

$0075310
$0.045310
$0.065310

17.3%
64.5%
18.1 %

Generation Capacity, all kWhs N/A $0.00DD00

PPFAC $0.000000 $0.001539

DSM Adjuster, per kph $0.QQ00000 $0.0006250

Monthlv K\NH Usage

Total Be
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

$

Proposed
Increase

%

Assuming 600 KW Demand

Present
Large General Service Time of Use Pricing Plan GS-85A

Proposed

Customer Charge per Month $98.01 $371.88

Demand Charge Per Month
Winier (Nov~Apr)

On-peak KW
Off»peak kW

$486
$0.00

593% $3.00
$1 of

50.5%
49.5%

Winter All Additional kW
On-peak kW
Off-peak KW

$498
$0.00

$0.00
$0.00

Winter
On-peak kW
Off-peak kW

$G.057515
$0.049G74

20.7%
79.3%

$0045310
$0.045310

2 0 7 %
79.3%

Generation Capacity, all kwhs N/A 50.000000

PPFAC $0.0m000 $0.001539

DSM Adjuster, per kph $0. 0000000 $0.0D06250

Monthlv KWH Usage

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

s

Proposed
Increase

%



$8,775.50

510,664.94

$12,554.39

$1-4,44384

$16,333.29 $6,794.09

$9,405.34

$12,01659

$14,52785

$17,239.10

100 000

150 000

200,000

250,000

300,000

~22.58 /

.11 .81 /,

-4.28%

1.27%

5554

($1,981.41)

($1_259.s0)

$537.801

$184.01

$90581

$6,20349

$8,516.26

$10,829.03

$13,141.81

$15 454.58

($2,s14ea1

($1 ,s33.701

(SI .25271 I

(557173)

$109.26

$8,818.17

510,449.96

$12,081.75

$13.713.53

$15,345.32

100,000

150,000

200,000

250.000

300.000

.297%

-1B5%

_10,4%

-4.2%

07%

Tuscon Electric Power Company
Typical Bill Comparison . Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 23 of 29

Cost of Service

Present Proposed
Large General Semite Time of Use Pricing Plan GS-85F

Customer Charge per Month $94.50 $37138

Demand Charge Per Month
Summer (May-Oct)

On-peak kW
Off-peak KW

$16.34
$000

50.0% $3.00
$1 .00

50.0%
50.0%

Summer All Additional kW
On-peak kW
Off-peak kW

$18.34
s0.00

$0.00
$0.00

Summer
On-peak l<\N
Off-peak kW
Shoulder Peak kW

$0.098821
$0.02316B
$0.06B655

16.4%
78.0%
5 5 %

$0075310
$0_045310
$0.065310

16.4%
78.0%
5.6%

Generation Capacity, all kWhs N/A $0.000000

PPFAC $0. 000000 $0.001539

DSM Adjuster, per kph $0.D000000 $0.0006250

Monthlv KWH Usaqe
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
increase

s

Proposed
Increase

%

Assuming BOO KW Demand

Present
Large General Service Time of Use Pricing Plan GS-85F

Proposed

Customer Charge per Month $94550 $371.88

Demand Charge Per Month
Winter (Nov~Apr)

On-peak kW
OrT-peak kW

$9.10
$0.00

100.0% $3.00
$1.00

505%
49.5%

Winter All Additional kW
On-peak kW
Off-peak ken

$9.10
$0.00

$000
$0.00

Winter
On-peak kW
Off-peak ken

$006B656
$0.023168

2 0 8 %
79.2%

$0045310
$0.045310

20.8%
79.2%

Generation Capacity, all l<\Nhs N/A $0.000000

PPFAC $0.000000 $0001539

DSM Adjuster, per kph $0. 0000000 $00G06250

Monthlv K\NH Usage

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

$

Proposed
!increase

%

Assuming 800 KW Demand



5.2!

4B/

48/

4.4/

4.24

4.1%

$9,337.09

$10,565.35

$11.79352

313_02188

51425015

$15,478.41

$179.214.00

$21 a.971 .co

$258.728.00

3298,485.00

$338,242.00

$377,999 00

2.000.000

3.000.000

4.000.000

5 000 000

6,000,000

7.000.000

$188.551 09

$229,535.35

5270,521 82

$31150688

$352,492. 15

$393,477.41

$175,822.71

5210,563.57

2,000,000

3,000,000

4,000,000

5,000,000

0.7%

-0.7%

1.7%

4.4%

-3.0%

-3.4%

s174,614.00

$212,071 .00

$249,52800

$28€,985.00

$324,442.00

$361 ,899.00

5,000,000

7,000,000

$245,304.82

$2B0 045.58

$314,786.54

$349,527.49

$1 ,20B.71

($1507.331

($4,22338)

($6_93942)

($9,655.46\

($12_371.51)

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 24 of 29

Cost of Service

Present Proposed

Large Light and Power Pricing Plan LLP-14

Customer Charge per Month $0.00 $500.00

Demand Charge Per Month
Summer (May-Oct)

On-peak kW
Off-peak kW

$9.97
$0.00

100.0% $BD0
so SO

100.0%
97.9%

Summer (May»Octl
On-peak ken
Off-peak kW
Shoulder-peak kWh

$0.039757
$0.039757
$0.039757

15.9%
76 9%
6.2%

$0.0637B5
$0.0337/5
50.0537B5

16.9%
789%
62%

Generation Capacity, all kWh N/A $0. 000000

PPFAC $0. 000000 $0,0D1539

DSM Adjuster, per k\nh $0.0000000 50.0006250

Monthlv KWH Usage

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

Note: Assuming 10,090 kW Demand

Present Proposed

Large Light and Power Pricing Plan LLP-14

Customer Charge per Month $000 $50000

Demand Charge Per Month
Winter (Nov~Apr)

On-peak kW
Off»peak ken

$9.97
$0.00

100D% 58,00
$2.68

1000%
97D%

Winter (Nov-Aor)
On-peak kW
Off-peak kW

$0.037457
$0.037457

215%
78.5%

50.033785
50033785

21.5%
7B.5%

Generation Capacity, all kWhs N/A $0000000

PPFAC $0.000000 $0.001539

DSM Adjuster, per kph $0.00000Q(} $00COB250

Monthlv KWH Usage

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

Note: Assuming 10,000 kW Demand



$207,684. 14

$245,828.21

$283,988.29

$322, 110.36

$360,252.43

5398,394.50

$184.81661

$244,994.92

$305,173.22

$365,351 .53

$425,523.83

$485,708.14 -11.0%

-0.3/a

7.5%

13.4%

1a.1%

21.9%

2000,000

3,000,000

4,000,000

5,000,000

6,0001000

7,000,000

($22,857.53l

($831 .301

$21 ,204.94

$43,241.17

$65,277.41

$87,313.54

-2.3%

6,0%

11.6°/

15.7%

18.9%

21.3%

2,000,000

3,000,000

4,000,000

5,000,000

8.000,000

7,000,000

$157,212.55

5205,868.82

$244,525.09

$283,181 37

$321,83764

$360,433.91

$153,348.71

$218,149.71

$272,950.71

$327,751 .71

$382,552.71

$437,353.71

($3_863.84)

$12,280.89

$28,425.61

$44,570.34

$60,715.07

$78,859.79

Tuscon Electric Power Company
Typical Bill Comparison Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 25 of 29

Cost of Service

Preset(
Large Light and Power Time of Use Pricing Plan LLP-90A

Proposed

Customer Charge per Month SO, 00 $50000

Demand Charge Per Month
Summer (May-Oct)

On-peak kW
Off»peak kW

$10.95
$10.95

600%
60.0%

$8190
$2.66

60.0%
60.0%

Summer (Mav»Oct)
Oil~peak WVh
Off-peak kph
Shoulder-peak kwhs

$0.D52562
$D 035410
$0042751

13.6%
810%
5.5%

550.084176
$0.054176
$0.074175

13.6%
810%
5.5%

Generation Capacity, al! kWhs NIA $0000000

PPFAC $000fJ000 $0.001539

DSM Adjuster, per kph $0.0000000 $0.0005250

Monthlv K\NH Usage
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

$

Proposed
Increase

%

Note; Assume 10,000 KW Uemand

Present
Large Light and Power Time of Use Pricing Plan LLP-90A

Proposed

Customer Charge per Month $0.00 $50000

Demand Charge Per Month
Winter (Nov-Apr)

On-peak kW
Off-peak kW

$889
$8.99

498%
50.1%

58,00
$2.66

49.9%
50. 1%

Winter (Nov-Aur)
On-peak kph
Off-peak kph

$01052562
SO. 035410

18.9%
81.1%

$0.054176
$0.054178

18.9%
81.1%

Generation Capacity, all kWhs N1A $0.00c000

PPFAC $0.000000 $0000000

DSM Adjuster, per kph $0.0000000 s0.0006250

Monthlv KWH Usage
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

$

Proposed
Increase

%

Note: Assuming 10,000 kW Demand



2,000_000

3,000,000

4,000.000

51000,000

6,000,000

7,000,000

$285.667. 14

$296.800.71

$327,934.29

$359,067.86

$390,201 .43

$421 ,335.00

-19.9%

-7.8/,

20%

10.1%

16.9%

227 />

$212,748711

$273,58811

$334_3B747

5395,208.84

$456,02B,21

5516,845.58 ($52,918.41)

($23_23261 I

$6,453. 1 g

$36, 13899

$85,824.78

$95,510.58

$264,337.93

$289,206.90

$314 075.86

$338 944.83

5353,813.80

$388,682.76

2,000,000

3,000,000

4,000,000

5,000,000

6,000,000

7,000,000

-23.8%

-11 3%

-0.8%

8.2%

150%

22.8%

$201 ,395. 12

$256,539.19

$311,582.25

$366,82531

$418,218.37

$477,111 .43

($m,s41.a1u

($32,667,71)

lQ_393.62)

$27,880.48

$54,404.57

$88,428.87

Tuscon Electric Power Company
Typical Bill Comparison .. Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 26 of 29

Cost of Service

Present
Large Light and Power Time of Use Pricing Plan LLP-90F

Proposed

Customer Charge per Month $0.00 $500.00

Demand Charge Per Month
Summer (May-Oct)

On-peak kW
Off-peak kW

$20.34
$20.34

1000% $800
$2.88

850%
85.0%

Summer (Mav-Octl
On~peak kph
Off~peak kph
Shoulder-peak kWhs

$0.077297
$0.021758
50.035759

154%
78.8%
5 8 %

$0084176
50054175
50,07417S

154%
7BB%
5 8 %

Generation Capacity, all kWh N/A $D. 000000

PPFAC $0.000000 $0.001539

DSM Adjuster, per k\nh $o.0oooooo $00006250

Monthlv KWH UsaQe
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

Note: Assuming 10,000 kW Demand

Present
Large Light and Power Time of Use Pricing Plan LLP-90F

Proposed

Customer Charge per Month $oo0 $ 5 w 0 0

Demand Charge Per Month
Winter (Nov-Apr)

On-peak kW
Off-peak kW

$10.73
$10.73

1D0D% $8.00
$266

B5. 0%
85. 0%

Winter (Nov-Apr)
On-peak kph
Off-peak k\nh

$0.035759
$0.021758

22.2%
77.8%

50.054175
50.054175

222%
7 7 8 %

Generation Capacity, all kWhs N/A $0. 000000

PPFAC $0.000000 50001539

DSM Adjuster, perk p h $0.0000000 $D. 0005250

Monthlv KWH Usage
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

Note: Assuming 10,000 kW Demand



$41.72

$83.44

$168.88

$208.80

$417.21

$834.41

$36.00

$71 .go

$143.99

$179. 98

$359.97

$719.93

500

1,000

2,000

2,500

5 000

10,000

15.9°/

15.9%

15_9°/

15.9%

15.9%

15.9%

$5.72

$11.45

$22.90

$28.82

$57.24

$114.4B

500

1 000

2,000

2,500

5.000

10,000

17.04

17.0%

17.0v

17.0/

17.0%

17.0%

$33.92

$57.84

$135.69

$159. 61

$339.22

$678.43

$39.89

$79.38

$158.75

$19B. 44

$398.89

$793.78

$5.77

$11.53

$23.07

328,84

$57.57

$115.35

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31. 2006

Staff Schedule H~4 TCRAC
Page 27 of 29

Cost of Service

Present Proposed
Municipal Service Pricing Plan PS-40
Summer - all kWhs (May»Oct) $0.071993 $0.081277

Generation Capacity, all kWhs N/A $0000000

PPFAC $0.000000 $0001539

DSM Adjuster, per kph $0.0000000 $0_0006250

Monthly KWH Usage
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

$

Proposed
Increase

%

Present Proposed
Municipal Service Pricing Plan PS-40
Winter - all kWhs (Nov-Apr) SO. 067843 $0.077213

Generation Capacity, all kWh $0000DOD

PPFAC $00000000 $0001539

DSM Adjuster, per kph $0.0000000 so. 0008250

Monthly KWH Usage
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%



$41 .72

$83.44

$18588

$208.50

$417.21

$834.41

500

1,000

2,000

2,500

5,000

10,000

$35.98

$71.97

$143.93

$17982

$359.83

$719.66 15.9A

15.9%

15.94

15.9%

15.9%

15.9/

$5.74

s11 .48

$22. 95

$28.69

$57.38

s114.75

$33.92

$67.84

$135.69

$169.61

$339.22

$678.43

$39.89

$79.38

$158.76

$198.44

$396.89

$793.78

500

1 ,000

2,000

2,500

5.000

10,000

17.06

17.0A

17.04

17.04

17.0%

17.0%

$5.77

$11.53

$23.07

$28.84

$57.67

$115.35

Tuscon Electric Power Company
Typical BUI Comparison - Present and Proposed Rates

Test Year December 31, 2005

Staff Schedule H-4 TCRAC
Page 28 of 29

Cost of Service

Present Proposed
Municipal Service Pricing Plan PS-43
Summer - all kWh (May-Oct) $00071966 $0.0812']7

Generation Capacity, all kWh N/A $0.000000

PPFAC $0.000000 30.001539

DSM Adjuster, per kph $0.0000000 300006250

Mnnthlv K\NH Usage
Total Bill

Present Rate
Tata! Bill

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

Present Proposed
Municipal Service Pricing Plan PS-43
Winter - all kwhs (Nov-Apr) $00067843 $0077213

Generation Capacity, all kWhs N/A $0.D00000

PPFAC $0.000000 3Q001539

DSM Adjuster, per kph $0.0000000 $0.000e250

Monthlv K\NH Usage
Total Bill

Present Rate
Total Bill

Proncsed Rate

Proposed
Increase

$

Proposed
Increase

%



$13.23

$28.48

$52.92

$105.85

$132.31

$284.62

$529.24

250

500

1.000

2.000

2.500

5_0o0

10,000

29.1%

29.1%

29.1 A

29.1 A

29.1 /

29.1%

29.1%

$10.25

$20.58

$41 .00

$82.01

$102.51

$205.02

$410.03

$2.90

$5.96

311.92

$23.84

$29.80

$59.50

$119.21

30.1%

3G.1V

30.1%

30.1%

30.1%

30.1%

30.1%

$12.91

$25.83

$51.55

$102.30

$129.13

$25825

$516.50

250

500

1 ,too

2,000

2,500

5,000

10,000

$9.93

$19.86

$39.71

$79.42

$99.28

$19556

$397. 11

$2.98

$5.97

$11.94

$23.88

s29.a5

$59.70

$115.39

$3.34

$5.68

$16.69

$33.38

$68.77

$133.53

$166.92

50

100

250

500

1.000

2,000

2,500

14.9%

148¢y

14.9%

14.9%

14.9%

14.9%

14.9%

$2.91

$5.81

$14.53

$29.05

$55.13

$116.25

$145.31

$0.43

$0.86

$2.16

$4.32

$8.64

$17.28

$21 .61

Tuscon E\ectric Power Company
Typical Bil\ Comparison » Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H~4 TCRAC
Page 29 of 29

Cost of Service

Present Proposed
Municipal Interruptible Semite Pricing Plan PS-45&4G
Summer - all kWhs (May-Oct) $0.041003 $0.050759

Generation Capacity, all kWh N/A 50.000000

PPFAC s0.000000 w ooxs ae

DSM Adjuster, per kph $00g00g00 $00006250

Monthlv KWH Usage
Total Bill

Present Rate
Tukai Bill

Proposed Rate

Proposed
Increase

$

Proposed
Increase

%

Present Proposed
IVhaniLipaI lniemnptible Service Pricing Plan ps-45a4s
Winter -all KWhs (Nov-Apr) $0.039711 $D0D494BS

Generation Capacity, a\\ kWhs NIA 50000000

PPFAC, $0. 000000 $D.001539

DSM Adjuster, per kph $0.0000000 $0.0D06250

Monthlv KWH Usage
Total Bill

Present Rate
Total Bill

ProDosed Rate

Proposed
Increase

s

Proposed
Increase

%

Present
Traffic Signals and Street Lighting Pricing Plan ps-41a47
All kWh $0.058125

Proposed

30064603

Generation Capacity, all kWhs NIA $D00DOD0

PPFAC N/A 511001539

DSM Adjuster, per kph $0.0000000 300006250

Monthlv KWH Usage
Total Bill

Present Rate
Total Bill

Proposed Rate

Pl'op(AsEd
increase

s

Proposed
Increase

%



Attachment FWR-4

Bill Impacts - Change from Current Rates

Present Rates (with CTC) and Proposed Rates (Net of CTC)



4286 A

48. 11v

-17.54V

-14397

-13.28%

1175 /,

-10.98%

-10.51%

-424%

0.25%

2.50%

0

400

500

800

1,000

1,500

2,000

2,500

5,000

7,500

10,000

$7.00

$3462

$41 .53

$6647

$83 10

$124. 67

$156.24

$207.80

$44003

$588.50

$935.97

$4.90

$41 .27

$50.36

$77.64

$95.82

$141 .28

s186. 74

$232.20

$459.51

$586.81

$914. 11

$210

(sew

(seam

($11 17)

($12.73)

($16.52)

($20.51)

($24.40)

(31948)

$1 59

$22.85

-zaaev

_2782%

25.86 A

-24.77%

-23.26%

-22.48%

-22.00%

_14.94 /»

-7.25%

$26.87

$37.84

$50.47

$63. 10

$94.07

$126224

$157.80

$340.03

$738.97

400

600

B00

1 ,too

1 .500

2,000

2,500

s.000

10_000

($9.62)

($14.44)

($17.61)

($20.77)

(52859)

($36f60)

($44.52)

($59.72)

($57.63l

$36.49

$52.28

$68.08

$83.87

$123.35

$162.34

$202.33

$399.75

$794.60

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31_ 2OD5

Staff Schedule H-4 TCRAC
Page 26 of 96

Cost of Service

Present Proposed
Residential Pricing Plan R01

Customer Charge per Month
Single-Phase $4.90 $7.00

Summer (May-Oct)
1st 500 kWhs
501 kWhs _ 3,500 kWh
3,501 kW h and above

$0090921
$0090921
so 090921

$0 087514
$0 082514
$0397514

Generation Capacity, all kVvhs N/A $0. OOOOOG

PPFAC $0. 000000 $0 001539

Proposed ProposedDSM Adjuster, per k\nh
501 kWhs . 3_500 kwhs
3,501 kW h and above

so 000000
$0.0000D0

$0,DOOG25
3D001875

r

increase
%

r
l

Monthlv KWH Usage Present Rate Proposed Rate
Increase

s

2
i

J i

Present Proposed
Residential Pricing Plan R01

Customer Charge per Month
Single-Phase $4.90 $7.00

Winter (Nov-Apr)
1st 500 kWh
501 kWhs . 3,500 WVhs
3,501 kWhs and above

$0.07897D
$0.078970
$0.078970

so. 047514
$D.0B2514
30077514

Generation Capacity, ail kWh N/A $0.0DODDO

PPFAC s0.000000 $0.001539

DSM Adjuster, per kph
501 kWhs . 3,500 kwhs
3,501 kW h and above

N/A
50.000000

500008250
$0 001 B750

Monthlv KWH Usage

Total Bill
Present Rate

Total Bill
Promoed Rate

Proposed
Increase

$

Proposed
Increase

%



100

125

150

175

200

250

300

400

500

$5.65

$8.31

$9.97

$11.64

$13.30

$18.62

$19.95

$26.60

$3325

-49.95 /.

43.25 A

-37.68 /1

-32.98%

-28.97%

-22.47 /,

-1743 /~»

10. 134

-509 A

$13.29

$14.64

$15.00

$17.36

$18.72

$21 .44

$24.16

$29.59

$35.03

($6.641

($5.33)

(sew

(swan

($5.42>

($4.82)

(s4.21>

($3nom

($1.78)

Tuscan Electric Power Company
Typical Bill Cc>mparison . Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 27 of 96

Cost of Service

Present Proposed
Residential Water Heating Pricing Plan R02

Customer Charge per Month $7.85 $0.00

Delivery Charges _ All kWh $0.05/4358 $0.066490

Generation Capacity - Ali kWh $0.00DODG 350. 000000

PPFAC so. 000000 $0.D00000

DSM Adjuster, per kph
On-Peak Summer (May-Oct)

1st 500 kwhs

$0.0D0000
$0.058160

50.0006250
$0.G01B750

Monthlv K\NH Usage Present Rate Proposed Rate

Proposed
Increase

$

Proposed
increase

%

i

r

J



11.05%

42.42%

-12.73%

-12.93 /0

~13.2D%

-13.35%

.13.44%

~13.16%

42.72%

($4.37)

($5.94)

($9.201

($11 .481

($17. 10)

192.74)

lszaasx

($54.73)

($104.901

$35. 19

$48.98

$53.07

$77.17

$112.41

$14765

$182.90

$360.98

$719.65

400

600

B00

1,000

1 _soc

2,oo0

2,500

5,000

10.0w

$39.57

$55.92

$72.28

$8863

$129551

$170.40

$211 .28

$415.71

$824.55

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 34, 2006

Staff Schedule H-4 TCRAC
Page 28 of 96

Cost of Service

Present Proposed
Residential Pricing Plan R-21

s eas $7.00

42.0% 2t.D%
$0.125413
$0.125413
$0.125413

SD. 109870
$0.114870
$0, 124870

58.0% 58.0%
$0.0501S5
$0.0501 SO
$00501 BE

$0043948
$0.048948
50.05894B

210%

Customer Charge per Month

On-Peak Summer (May-Oct)

1st 500 kWhs
501 kW h . 3,500 kW h
3,501 kWhs and above

Off-Peak Summer
1st 500 kWhs
501 kWhs . 3,500 kWh
3,501 kWhs and above

Shoulder-Peak Summer
1st 500 kWh
501 kwhs . 3,500 kWh
3,501 kWhs and above

$0.000000
$0.000000
$O. oooooo

$0.099870
$O. 104870
$O_114870

Generation Capacity, all kWhs $0.00000D $0.000000

PPFAC $0.000000 $0.001539

»

DSM Adjuster, per kph
501 kwhs . 3,500 kWhs
3,501 kWhs and above

$0.000Q00
$O. 000000

$D.000625D
$0.D01B750

Monthlv KWH Usage

Total Bill

Present Rate

Total Bill

Proposed Rate

Proposed

Increase

s

Proposed

Increase

%

I



-13.28%

-14.32%

-14.80%

-15.11%

-15.55%

-15.78%

-15.926

-14.72 A

-3.77'7

400

S00

B00

1,000

1 .500

2,000

2,500

5,000

10,000

$31 .34

$43.58

$55.82

$68.06

$98.68

$129.25

$159.88

$312.87

$618.87

$27. 19

$37.34

$47.56

$57.7B

$83.32

$108.87

$134.41

$266.83

$595.53

($4. 15)

(sew

($8.26)

($10.281

($15.34)

(s20.391

025.45)

($46.04)

($23.34)

Tuscon Electric Power Company
Typical Be comparison - Present and Proposed Rates

Test Year December 31, zoos

StaTe Schedule H~4 TCRAC
Page 29 of 95

Cost of Service

Present Proposed
Residential Pricing Plan R-21

$6.86 $700

226% 387%
$0. 099018
$G.099018

$0.099018

$0.049870
$0.054870
$0.064870

77.4% 613%

Customer Charge per Month

On-Peak Winter (Nov-Apr)
1st 500 kWhs
501 kWh . 3,500 kWh
3,501 kWh and above

Off-Peak Winter
1st 500 kWh
501 kWhs - 3,500 kWhs
3,501 kVVhs and above

$0050165
so.o5o1ss
30050165

$0.04s870
$0.054870
$0.064870

Generation Capacity, all kWhs N/A $0,000000

PPFAC $0.0G0000 $0.001539

\

DSM Adjuster, per kph
501 kW h . 3,500 kwhs
3,501 kWh and above

$0 . 000000
$0.04s236

$0.000S250
50.0018750

Monthlv KWH Usage Present Rate Pr0p059d Rate

Proposed
Increase

$

Proposed
increase

%

s



~3.71 %

~4.97%

-4.75%

-4.59%

-4,59 A

-4.53%

-4.50%

-4.48%

_3.45%

$4075

$49.24

$74.71

$91 .as

$134. t5

$176.61

$219.06

$261 52

$85591

400

500

BOD

1,000

1.500

2,000

2.500

3.000

10,000

$39.23

$45.79

$71 . 15

$87.39

$128.00

$168. 60

$209.20

$249.80

$825.37

($1 .511

($2.451

($3.5€1

($4.30)

Isa. 151

(saw

(sees)

($11.72)

($29.541

Tuscon Electric Power Company
Typical Bill Comparison - Present and Prvnposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 30 of 96

Cost of Service

Present Proposed
Residential Pricing Plan Time of Use R-7D

$6. 75 $9.00

18.0% 180%

$0.184171
$0184171

$0184t71

$0160590
$0.185590

$0170590

75.0% 75.0%

$D.058150

$0.D5B15D

$0058160

so. 050713

$0,055713

$0.085713
70% 7.0%

Customer Charge per Month

On-Peak Summer (May-Oct)

1st 500 kWhs

501 kWh - 3,500 kWh
3,501 kW h and above

Off-Peak summer

1st 500 kwhs

501 kWh _ 3,500 kWh

3,501 kWhs and above

Shoulder~Peak Summer

1st 500 kWhs
501 kwhs 3,500 KW hs
3,501 kWh and above

$0.116318
$0.116318
$D115318

$0_1 D1425

$0 108425
$D.118425

Generation Capacity, all kWhs $0.000000 $0.000000

PPFAC $0. oooooo $0.001539

lJsM Adjuster, per kph
501 kWhs - 3,500 kWh
3,501 kWhs and above

50 000000
$0 000000

$0.0006250
$0 . 001 a750

Monthlv KWH Usanxe
Total Bill

Present Rate
Total Be

Proposed Rate

Proposed
Increase

$

Proposed
Increase

%

i



-4.51 A

42.54%

-14.58%

44.384

.14.22°/

~14.10%

-14.07 A

~14.03 A

-13.40%

200

400

500

B00

1 ,200

2.000

2,500

3,500

5.000

$18.27

$27.53

$32.16

$48.11

$6937

$111 .90

$138.47

$191.63

$273.23

($0.86)

(ams)

($5.49)

($B07l

($11 .Sm

($18.37)

($22.67)

($31.26)

($42.27)

$19.13

$31.48

$3755

$56.18

$80.87

$130.27

$161 .14

$222.89

$315.51

1

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 31 of 96

Cost of Service

Present Proposed
Residential Pricing Plan Time of Use R-70

$6.78 $9.00

22.0% 22.0%
$0.128011
$0126011
$0125011

$0.100590
so. 1 O559O
$0. 110590

78.0% 7B.0%

Customer Charge per Month
On~Peak Winter (Nov-Apr)

ist500 kW h
501 kWh - 3,500 kWh
3,501 kWhs and above

Off-Peak Winter
1st 500 kwh$
501 kWh - 3,000 kWhs
3,501 kW h and above

$0.043619
$0.043619
$0.04361s

$0 030590
$0.035590
$D04D590

Generation Capacity, all kWhs N/A $0ooD000

PPFAC $O. 000000 $0.001539

DSM Adjuster, per kph
501 kWhs - 3_5DD kWh
3,501 kW h and above

$0.000000
N/A

$0.0006250
$0.0018750

Monthlv KWH Usage Present Rate Proposed Rate

Proposed
Increase

$

Proposed
\increase

%



-455%

~7.49%

-B.54°/

918/n

-100l/V

-1052 /

-10.B0°/>

-11.36 A

-10.78 /

$39.39

55500

$71 .01

58702

$127.05

5187.09

$207 12

$40728

$815.73

$41 .27

$59.45

$77.64

$95.82

$141 .28

$188.74

$232.20

$459.50

$91410

400

600

800

1 ,too

1 .500

2.000

2,500

5.000

10,000

(51 .Sm

($4.46)

(seas)

($8a0)

(S14231

(s1a65)

($25.08)

($52.22l

($9B371

u
-182%

-5.34%

-6.54%

-7.29%

-8.33%

.8.88%

-9. t9°/

-5.37%

-0.66%

$33.91

$45.78

$80.05

$73.33

$106.51

$139.69

$172.88

$355,67

$741 .89

400

600

a00

1 ,000

1 ,sao

2,000

2,500

5,000

10,000

$34.58

$49.41

$64.25

$79.09

$116.19

$15328

$19038

$375.86

$746.81

($0.66)

($2.64)

($4.20)

($5.77)

($9.58)

($13.59)

($17.50)

($20. 1 so

($4.92)

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31_ 2008

Staff Schedule H-4 TCRAC
Page 32 of 96

Cost of Service

Present Proposed

Special Residential Electric Service R201A

$4.90 $500
Customer Charge per Month (Single-Phase)

Mid-Summer (Jun-Aug)
1 st500 kWh
501 KWhS . 3,500 kwhs
3,501 kW h and above

$0.09G920
$0.090920
$0.090920

50.074440
50079440
$0089440

Generation Capacity, alt kWh N/A $0000000

PPFACI $0.000000 $0001539

DSM Adjuster, per kph
501 Kwhs . 3,500 kWhs
3,501 kWhs and above

$0.000000
$0.000000

$0.0008250
$0.001 B750

Total Bill
Present Rate

Total Bill
ProDosed Rate

Proposed
Increase

s

Proposed
Increase

%
Monthlv K\NH Usage

Present Proposed

Special Residential Electric Service R201A

$4.90 $9.00
Customer Charge per Month (Single-Phase)

Remaining Summer (May_ Sep<Oct)

1st 500 kWhs
501 kwhs - 3,500 kWhs
3,501 kW h and above

$0.074191
$0.074191
$0.07-1191

$0.0507/3
50055743
$0075743

Generation Capacity, all kWh N/A 50000000

PPFAC $0.000000 $0.001539

DSM Adjuster, per kph
501 kWh . 3,500 k\Nhs
3,501 kW h and above

$0.0Doooo
$0.000000

so,000e250
so. 001 B750

Monthlv K\NH Usage

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
increase

$

Proposed
Increase

%



-3.37 /,

-747%

_9.09%

-10.10 /1

1151%

-12.24%

-12.69%

.9,02/.

-4.00%

$29.64

$40.31

$51 .32

$62.33

$89.87

$117.40

$144.93

$29759

$522.92

400

600

B00

1.000

1,500

2,000

2,500

5,000

10,000

$30.68

$43.56

$56.45

$69.34

$101 .58

$133.78

$165.00

$327. 10

$649.30

($1.03)

($3.26)

($5.13)

($7.01)

($11 .69)

($16.3B)

($21.07)

($29.51 )

($263B)

A r

Tuscon Electric Power Company
Typical Bill Comparison .. Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 33 of 96

Cost of Service

Present Proposed

Special Residential Electric Service R201A

$4. 90 $9.00Customer Charge per Month (Single-Phase)

Winter (Nov»Apr)
1 st 500 kWhs
501 kWh - 3,500 kWhs
3,501 kwhs and above

501084440
$0,064440
$0.064440

$0.049440
$0.054440
50.054440

Generation Capacity, all kWh N/A $0.000000

PPFAC $0.000000 $0001539

DSM Adjuster, per kph
5D1 kWh . 3,500 kWhs
3,501 kW h and above

$0 . 000000
$0.000000

$0D006250
$0,001B750

Monthly KWH Usage

Total Bill
Present Rate

Total Bill
ProDosed Rate

Proposed
Increase

$

Pl'opD5€d
Increase

%



-4.48%

-5.50%

-7.78%

-7.26%

-7.34%

-7.%%

-8. 13 A

-7.23%

~2.37%

400

600

800

1,000

1,500

2,000

2,500

5,000

10,000

$39.53

$54.00

$70.07

$86.50

$126.50

$16851

904.89

$407.50

$851.05

$41.38

$58.58

$75.98

$93.28

$136.52

$179.77

$223.02

$439.26

$871 .74

($1 .84)

($3.88)

($591 l

(sew)

(51082)

($13.27)

($18. 13)

($31 .76\

($20.69)

Tuscon Electric Power Company
Typical Be Comparison Present and Proposed Rates

Test Year December 31. zoos

Staff Schedule H~4 TCRAC
Page 34 of '36

Cost of Service

Present
Special Residential Electric Service Time of Use R-201B

Proposed

$6.78 $9.00

188% 18.9%
$0.1B4771
$0.1B41l71
90.184171

50. 160590
$0. 185590
$0. 175590

73.3% 73.3%
$0.D58t60
$0,0581SO
$D.058180

$D.050713
50.055713
$D.0B5713

7.8% 78%

Customer Charge per Month
On-Peak Mid-Summer (Jun-Aug)

1st 500 kwhs
501 kWh _ 3,500 kWhs
3,501 kW h and above

Off-Peak Mid-Summer
1st 500 kwhs
501 kWhs - 3,500 kWh
3,501 kW h and above

Shoulder~Peak Mid-Summer
1st 500 kWh
501 kWhs . 3,500 kwhs
3,501 kW h and above

30.115318
$0.11s318
$0.11s318

$O_101425
so. 105425
so. 116425

Generation Capacity, all kWhs N/A so. oooooa

PPFAC 50000000 $0.001539

DSM Adjuster, per kph
501 kWh . 3,500 kWh
3,501 kWhs and above

SO. oooooo
$0.053744

$0. 0006250
$O. om8750

Monthlv KWH Usage
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

r



~2.43°/>

_5. 01 %

-6.44%

_5.55 /»

-5.60%

-5.62%

-6,737

-5552 /

128%

400

600

800

1 000

1 ,500

2,000

2,500

s.000

10,000

$33.14

$46.32

$59.50

$72.68

$105.64

$13859

$171 54

$336.30

$665.81

$32.34

$44.00

$55.57

$66.65

$99.72

$130.79

$150.00

$317.72

$574.35

(sow
($2.az>

($3.83)

($4041

($591l

($7.791

($11 .541

($1a.sa1

$8.55

1

Tuscon Electric Power Company
Typical Bill Comparison . Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H.4 TCRAC
Page 35 of 96

Cost of Service

Present
Special Residential Electric Service Time of Use R-201B

Proposed

$6.78 $9.00
16.0% 16.0%

$0.146415
$0.14s41s

$0.146415

$13 127658
30132668
50 142668

76.2% 76.2%
so. 046236
$0 . 046236
$0.048236

$0.040318
30045316
$0.05531 S

7 8 % 7 8 %

Customer Charge per Month

On-Peak Remaining Summer (May, Sep-Oct)
1st500 kWh
501 kWh - 3.500 kWh
3,501 kwhs and above

Off-Peak Remaining Summer
1st 500 kWhs
501 k\Nhs . 3,500 kWh
3,501 kWhs and above

Shoulder~Peak Remaining Summer
15t 500 kWhs
501 kWhs - 3,500 kWh
3,501 kWhs and above

$0 . 092473
$0.092473
$0.092473

$0.0BOS33
$U085633
39095633

Generation Capacity, all kWh N/A $0D00000

PPFAC $0.000000 30001539

DSM Adjuster, per kph
501 kwhs _ 3,500 kWh
3.501 kWhs and above

$0.000000
$0.000000

so. DOD525D
$0 001 B750

Monthlv KWH Usage
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

|

i



2.65%

-5.90%

-7.77 /u

-6.65 /n

-7.37%

-6.90 /e

-681%

-6.00%

0.22%

$26.11

$34.67

$43.23

$53 11

$75.90

$99.61

$123.32

$241 .B7

$508.98

$26.82

$3e.s4

$48.87

$56.89

$81 .94

$106.99

$132.05

$257.32

$507.85

400

600

800

1,000

1,500

2,000

2,500

5,000

10,000

(s0.711

($2.17)

(sa.s41

(saw

($8.04)

(s7.aa1

(Sam

($15.44)

$1 . 12

Tuscon Electric Power Company
Typical Bill.Comparison . Present and Proposed Rates

Test Year December 31, 2006

StaW Schedule H-4 TCRAC
Page 36 of 96

Cost of Service

Present
Special Residential Electric Service Time of Use R-201B

Proposed

$6.78 $9.00

23.6% 23.6%

$G100179
$0.100179
$0.m0179

$0. 110590
$0. 115590
$0125590

764% 76.4%

Customer Charge per Month

On-Peak Winter (Nov-Apr)
1st 500 kwhs
501 kW h - 3,500 kW h
3,501 kWhs and above

Off-Peak Winter
1st 500 kWhs
501 kwhs . 3,500 kwhs
3,501 kWhs and above

$0.034673
$0.034673
501034673

$0.02D59D
$0025590
$D.035590

Generation Capacity, all KWhs N/A 30.000000

PPFAC $0.000000 $0001539

DSM Adjuster, per kph
501 kW h . 3,500 kW hs
3,501 kWhs and above

$0.000000
$0.000000

$0,0008250
$0.0018750

Monthlv KWH Usage

Total Bill
Present Rate

Total am
Proposed Rate

Proposed
Increase

$

Proposed
Increase

%



$40.71

$57.73

$74.76

$91.72

$134.28

$175.66

$219.10

$431.48

$856.04

-409%

5.35%

-7.58V

_6,95%

-7.10%

-7.07%

-7.85%

-6.94%

-1 .85 /,

400

S00

800

1,000

1,500

2,000

2,500

5,000

10,000 53905

$54.07

$89.09

$B5.34

$124.75

$154. 17

$201 90

$40152

$840.23

(S156)

($3.67)

($5.67)

($6.39)

($9.53)

($12.48)

($17.20)

($29.94)

(s15.81 m

Tuscan Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

stag Schedule H-4 TCRAC
Page 37 of 96

Cost of Service

Present Proposed
Special Residential Electric Service R-201C

$6.78 $900

17.5% 17.5%
$0.1a4171
$0.184171
$0.184171

SD. 1 S0590
SD 165590
$0. 775590

744% 74.4%
$0.058160
50.058160
$0.058160

50.050713
$0.055713
50.065713

8 2 % 82%

Customer Charge per Month

On-Peak Mid-Summer (Jun-Aug)
1st500 kWhs
501 kWhs . 3,500 kWh
3,561 kWhs and above

Off-Peak Mid-Summer
1st 500 kWhs
501 kW h . 2,500 kW h
3,501 kWhs and above

Shoulder-Peak Mid-Summer
1st too kwhs
501 kW h . 3,500 kwhs
3,501 kWhs and above

$0.11631B
$0.116318
$0.116318

$D 101425
$D. 106425
$0 11 S425

Generation Capacity, all kWh N/A so, DDODOD

PPFAC $0000000 50001539

DSM Adjuster, per kph
501 kWh _ 3,500 kWh
3,501 kW h and above

$0 .OOOOGO
$0000000

500006250
500018750

Monthlv KWH Usage
Total Be

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

I
r

i



-185%

_462'7

-6.11 /o

.5.20 /.

-5.24 /

6.26%

-6.40%

-5. 12%

1 .99 />

$31.10

$42. 15

$53.20

$65.54

$95.05

$124.57

$152.25

$302.24

$842.87

$31 72

$44.19

$56.66

$69.13

$100.31

$131.49

$15268

$318.54

$630.31

($052)

($2.04)

($3.46)

($3.60)

($5.26)

($6.91)

($10.411

($15.30)

$12.57

400

800

B00

1 .000

1 ,500

2,000

2,500

5.000

10,000

1

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H~4 TCRAC
Page 38 of 96

Cost of Service

Present Proposed

Special Residential Electric Service R-zmc

$6.78 $9.00

168% 16.8%

$0. 137207
$0. 137207
$0, 137207

$0119639
$0. 124639
$O. 134639

75.7% 75.7%

50.043328
$004332B
$0.04332a

$0.037780
$D.042'/B0
$0.052780

7.6% 7.6%

Customer Charge per Month

On-Peak Remaining Summer (May, Sep-Oct)

1st 500 KWhS
501 kWh . 3,500 kWhs
3,501 kwhs and above

Off-Peak Remaining Summer
tat 500 kWhs
501 kWh - 3,500 kWhs
3,501 kWh and above

Shouider-Peak Remaining Summer
1st500 kWhs
501 kWh - 3,500 kWhs
3,501 kWhs and above

$0.08665B
$00B6658
$0.0B6658

$0075562
$0.080562
$0.090562

Generation Capacity, all kWh N/A $0.000000

PPFAC $0.000000 so00153s

DSM Adjuster, per kph
501 kWhs . 3.500 kwhs
3,501 kW h and above

$0 000000
$0. 000000

$0.0006250
$0.0018750

Monthiv KWH Usage

Total Bili
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

$

Proposed
Increase

%



3.00 A

012%

_1.53 /,

-0.19%

0.65 /n

0.00 /,

0.40%

1.24%

7.95%

400

600

B00

1 ,000

1 ,sao

2,000

2,500

5,000

10000 $25.64

$35.07

$44.50

$53.93

$77.50

$101 .07

$124.64

$242.51

$478.24

$25.41

$35.11

$43.82

$53.83

$77.00

$101 .07

$125.15

$24553

$516.28 $0.77

$0.04

($0.68)

($0.101

($0.501

$0.00

$0.50

$3.02

$38.04

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-A TCRAC
Page 39 of 96

Cost of Service

Present Proposed

Special Residential Electric Service R-201C

$576 $9.00

23.9% 23.9%

$0.093B79
$0.093B79
$0.0938l/9

$0.0B0590
$0.085590
$0.095590

76.1% 76.1%

Customer Charge per Month

On-Peak Winter (Nov~Apr)
1st 500 kWh
501 kWh - 3,500 KWhS
3,501 kW h and above

Off-Peak Winter
1st 500 kWh
501 kWh - 3,500 kWh
3,501 kW h and above

$0.032491
$0.032491
$0032491

$0.03(J590
$0.035590
$0045590

Generation Capacity, ail kWh N/A $0000000

PPFAC $0.000000 $0,001539

DSM Adjuster, per kph
501 kWhs - 3,500 kWh
3,501 kW h and above

$0.000000
$0.000000

$00006250
$0.0018750

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

$

Proposed
Increase

%
Monthlv KWH Usage



30.13%

-10.88%

-1 S.98°/

_1 S.63°/

-1S.22%

.15.91 v,

15.55%

-15.30%

-15257

_1522%

-15.20 /

500

1 000

2,000

2.500

3,500

5.000

10.000

30,000

55,000

100,000

200,000

$62. 73

$106.22

$206. 57

$256. 74

$357.08

$507.60

$1 ,009.31

$3,018.17

$5,524.75

$10,040.18

$20,074.48

$4383

$8888

s171 .49

s214.05

$299. 16

$428.82

$85z38

$2,554.60

$4,682.37

$5,512.37

517,02347

($18.90)

($19.84)

($35.07)

($42.69)

(55732)

($8077)

(s156 937

(546157)

(384237l

($1 ,527.811

($3,051 .01 I

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 40 of 95

Cost of Service

Present Proposed

Small General Service Pricing Plan GS~1D

$5.88 $8.00
Customer Charge per Month

Single-Phase
Summer (May-Oct)

First 3400 kph per month
1st 500 kwhs
501 kWhs - 54,500 kWh

All remaining kWh

$0.113695
$01100343
$0. 100343
$0. 100343

$0DOOD00
$0070111
$0.085111
$0.100111

Generation Capacity, all kWh NIA $0.00DDDO

PPFAC so. 000000 $0001539

Mcnthlv KWH Usage

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

s

Proposed
increase

~v.

Present Proposed

Small General Service Pricing Plan GS-1G

$5.88 $8.00

r

r

Customer Charge per Month
Single-Phase

Winter (Nov-Apr)
First 3400 l<wh per month
1st500 kwhs
501 kWhs - 54,500 kWhs

All remaining kWhs

$0. 113695
$0.093772
$0.093772
$0.093772

50000000
SD 050111
30065111
50080111

Generation Capacity, all kWh s0.000000 50000000

PPFAC $0.0DoooD 50.001539

DSM Adjuster, per kph
501 kWhs - 3,500 kWh
3,501 kwhs and above

50.000000
$0000000

sa0006250
$0. 001 B750

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

$

Proposed
Increase

%

I

Monthly KWH Usage

500

1,000

2,000

2,500

3,500

5,000

10,000

30,000

55,000

$52.77

$99.65

$193.42

$240.31

$334.08

$47474

$943.60

$22819043

$5. 163.34

$34.14

$67.01

$132.74

$165.61

$231 .35

$329.95

$658.63

$1.973.35

$3,515.75

($18.63)

($3265)

($€0.68l

($74.79)

($102.74\

($144781

($284.97\

l$B45.69}

($1,546.59)

-35.30%

-32.76%

-31 .37%

-31 .0B°/u

-30.75%

-30.50%

-30.20%

~30.00%

-29.95%
f

| '



Tuscon Electric Power Company
Typical Bill Comparison . Present and Proposed Rates

Test Year December 31, 2006

Stat? Schedule H~4 TCRAC
Page 41 of 96

Cost of Service

I 100,000

200,000

$9,383.08

$18,760.28

$6,630.81

$13,329.41

($2,752,27)

($5,430.87)

-29.33%

-28.949%



-7.32A

8.95%

11.40'/

11.69%

-12.04/»

_12.30%

-12.62/,

42.82%

-12.B7'V

$47.58

$87. 17

$18533

$205.91

$285.08

$403.83

$799.65

$2,382.95

$3,966.25

500

1 000

2,000

2,500

3.500

5.000

10,000

30,000

50,000

$51 .34

$98.80

$187.72

$233. 18

$324. 10

$460.49

$915.09

$2,733.51

$4,551 .93

($3.76)

($9.64)

($21.39)

($27.27)

($3903)

($56.65)

($115.44)

($350.56)

($585.6B)

-16.29%

-19.88 A

_21B6%

-22.28 /,

-22.76%

~23. 12 A

-23.56%

-23.85%

-23.91 %

sao

1 000

2,000

2,500

3,500

5,000

10,000

30.000

50,000

$38.35

$58.70

$129.41

$159.76

$220.47

$311 52

$615.04

$1 .829 13

$3,043.22

$45.82

$85.75

$165.62

$205.56

$28543

$405.23

$804.58

$2,401 .98

$3,999.38

($7.46)

($17.05)

($38.21)

($45.79)

($64.96)

($93.71)

($1B9.54)

($572.85)

($956.15)

Tuscan Electric Power Company
Typical Bill Comparison . Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H.4 TCRAC
Page 42 of 96

Cost of Service

Present Proposed

General Service Mobile Home Parks Pricing Plan GS-11

Customer Charge per Month
Single-Phase

Summer (May-Oct) all kWh

$5.88
$00090921

$800
$0.078540

Generation Capacity NIA 50.000000

Fuel and Purchased Power - all kwhs NIA $0000000

DSM Adjuster, per kph
$0.0000000 $0.0006250

MonthlvKWH Usage

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

Present Proposed

General Service Mobile Home Parks Pricing Plan GS-11

Customer Charge per Month
Single-Phase

Winter (Nov-Apr) all kWhs

$5.88
$0.079870

s8.00
50.05B540

Generation Capacity $0.000000 $0.D00000

PPFAC NlA 50001539

DSM Adjuster, per kph
$0000000 $0. 0006250

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

s

Proposed
Increase

%
Monthlv K\NH Usage



-19.82%

-21 .02 /,

-20.94%

-20.92%

-20.90%

-20.88%

-20.86%

~20.85%

-2085%

$44.45

$81 .99

$158.80

$197.20

$274.01

$389.22

$773.26

$2,309.40

$4,229.57

500

1.000

z.000

2.500

3 500

5,000

10,000

30,000

55.000

$55.30

$103.81

$200.85

$249.37

$345.40

$491 .95

$977.13

$2,917.82

$5,343.69

($10.85)

($21.s2l

$s42.0s>

($52. 1 el

($72.39)

(510273)

($20387)

($508.42)

($1,114.121

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 43 of 96

Cost of Service

Present Proposed

Small General Service Time of Use Pricing Plan GS-76

$5.78 $8.00

15.2% 16.2%

$0 . 222943
$0. 222943
$0.222943

so. 165480
so. 170480
$0.1 B04B0

78.2% 78.2%

$0.067853
$0.067B53
$0.067853

$0.D50364
$0.055384
$0.0653e4

5 7 % 5.7%

Customer Charge per Month
Single-Phase

On-peak Summer (May-Oct)
1st 500 kwhs
501 kW h - 54,500 k\Nhs

All remaining MNhs
Off-peak Summer

1st 500 kvJh$
501 kW h . 54,500 kwhs

All remaining kWhs
Shoulder-peak Summer

1st 500 kWhs
501 kWhs . 54,500 kVVhs

All remaining kWh

$0.140551
SO 140551
$0440551

$0. 104324
$0. 109324
$0.119324

Generation Capacity, all kWh N/A $0.000DOO

PPFAC
s0.000000 $0001539

DSM Adjuster, per kph
501 kWhs . 3,500 kWh
3,501 kW h and above

$0. 000000
$0 000000

$0.0006250
$0.001BI/50

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

s

Proposed
Increase

%
Monthlv K\NH Usage



$35.17

$53.88

$121 BS

$151.38

$210.43

$29899

$59422

s1,77512

$235501

47.76/>

-1 BBB%

-1915°/>

-18.92 A

-18697

-1845%

-18.21 /u

-1B,04%

-1801 °/

($759)

(s14.07)

($28BB)

($3532)

($48.25)

($57.64)

(313225)

(539075)

($5A8.27)

sao

1,000

2,000

2,500

3.500

5 000

10,000

30,000

50,000

$42.76

$78.75

$15072

$18670

$258.67

$356.53

$72040

so, 155 so

$3,605.28

wt

Tuscon Electric Power company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2008

Staff Schedule H-4 TCRAC
Page 44 of 95

Cos( of Service

Present Proposed
Small General Service Time of Use Pricing Plan GS-76

$6.78 5800
19.2% 19.2%

$0. 150244
$0. 150244
so. 150244

50111519
$0116519
30.128519

sow. 808%

Customer Charge per Month
Single-Phase

On-peak Winter (Nov-Apr)
15t 500 kWhs
501 kWh .- 54,500 kWh
AH remaining kWhs

Off-peak Winter
1st 500 kWhs
501 kWhs - 54,500 MNhs
All remaining )(Was

$0.053312
$0053312
$0.053312

$0039571
$0044571
$0.054571

Generation Capacity, all kWhs NIA 50000000

PPFAC $0. 000000 $0001539

DSM Adjuster, per kph
501 kWhs . a_50o kWhs
3,501 kWhs and above

SO. oooooo
SOD00000

$0.0006250
$0.0018750

Monthly K\NH Usage
Total Be

PresentRate
Total Bill

Proposed Rate

Proposed
Increase

$

Proposed
Increase

%



14.17%

.1A.17A

_14.17%

-14.17A

-14.17/

~14.17/>

-14.17%

-14.17/0

_14.174

$22.10

$44.20

$88.41

$110.51

$154.72

$221 .02

$442.04

$1,326.13

$2,210.22

500

1 .000

2.000

2.500

3.500

5.000

10,000

30.000

50.000

$25.75

$51 .50

$103.00

$128,75

$180.25

$257.50

$515.00

$1 .54500

$2,575.00

($3.65)

($7.30)

($14.59)

(s10.241

[325.531

($36.48)

($72.96)

($21ea71

($384.7B)

500

1 000

2,000

2,500

3.500

5.000

10,000

30,000

50,000

-11.36%

-11.96%

-11 .95%

-11.96%

-11.96%

11.96 A

-11.96%

-11.96%

11.96%

($3.00)

($5.00)

($12.01 >

ls15.011

(521 .01 )

($30.02)

$60.04)

(st a0.11)

($300. 181

$22.10

$4420

$88.41

$110.51

s154.72

$221.02

$442.04

$1,325.13

$2,210.22

$25.10

$50.21

$100.42

$125.52

$175.73

$251.04

$502.08

$1 ,506.24

$2,510.40

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H»4 TCRAC
Page 45 of 96

Cost of SeWice

Present Proposed

Interruptible Agricultural Pumping Pricing Plan GS-31

Energy kph Charge - Summer (May-Oct)
$0.051500 $0.042040

Generation Capacity, all kWhs
NIA $0.000000

PPFAC
NIA $D.001539

DSM Adjuster, per kph
$0.0000000 5D.0008250

Total Bill
Present Rate

Total Be
Proposed Rate

Proposed
increase

s

Proposed
Increase

%
Monthlv KWH Usage

Present Proposed

Interruptible Agricultural Pumping Pricing Plan GS-31

Energy kph Charge - W inter (Nov-Apr)
$0050208 $0.D42040

Generation Capacity, all kWh
NIA $0.000000

PPFAC NIA 50001539

DSM Adjuster, per kph
$0.0000000 $0.0005250

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

$

Proposed
Increase

%
Monthlv KWH Usage



-79SV

.012/

-811%

_82S/,

-830%

(564037)

($B1235)

($1 , 1 as82)

($1 ,45s29l

(31725761

$8,050.28

$11,237.48

$14,424.58

$17,611.88

$20,799.08

$7,40941

$1D,32513

$13 240.88

515,155.59

$19,072.32

100,000

150,000

200,000

250,000

300_000

$6,85183

$9,188.72

$11,725.65

$14,262.57

$16,799.12

-13.95%

»14.60%

-14.95 /4

.1518/ ,

-15.34%

$7,731 CB

$10,7592B

$13,787,478

$15,814.88

519,842.68

100,000

150,000

200,000

250,000

300,000

($1,079.65)

($1 ,570.5B)

(32,061 .431

($2,552.31 m

(33_043.56)

Tuscon Electric Power Company
Typical Sill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H~4 TCRAC
Page 46 of 96

Cost of Service

Present Proposed
Large General Service Pricing Plan GS-13

First 200 kW or Less Per Month
Customer Charge Per Month

$1,675.88
$0.00

(not used in proposed rates)
$37188

Demand Charge Per Month
Summer (May-Oct)

On-peak kW
Off~peak kW

$0.00
s ons

sane
$1.00

50.5%
49.5%

Summer All Additional kW
On-peak kW
Off-peak kW

$6.52
$000

$0.00
$0013

Summer
On-peak kW
Off-peak ken
Shoulder Peak kW

s0.063744
$0.063744
80.063744

183%
743%
6.8%

$0.080376
$0.05037S
$D0l/0375

188%
74.3%
6.8%

Generation Capacity_ all kWh N/A 50000000

PPFAC $0.000000 $00D1539

DSM Adjuster, per kph 30.0000000 $0.0008250

Monthlv KWH Usage
Total Bill

Present Rate
Total Bil\

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%
r

Assuming 600 KW Demand

Present Proposed
Large General Service Pricing Plan G5-13

First200 kW or Less Per Month
Customer Charge Per Month

$1,575.88
$0.00

(not used in proposed rates)
$371.88

Demand Charge Per Month
Winter (Nov-Apr)

On~peak kW
Off-peak kW

$0.00
$0.00

$3,DD
$1.00

505%
495%

Winter Ali Additional ken
On-peak kW
Off-peak kW

$6.52
$0.00

5000
$D 00

1
J

Winter
On-peak kW
Off-peak kW

$0. posse
$0. 060558

235%
76.5%

suosoave
$0 050376

23.5%
76.5%

Generation Capacity, all kWh N/A $0000000

PPFAC $0000000 $0.00153s

DSM Adjuster, per k p h $0.0000000 $0.0006250

Monthlv KWH Usage
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

Assuming BUG KW Demand



($1 ,591 .551

($2_002.29\

($2,413.G4)

($2,82378)

($3,23452\

-1835%

-18.92%

-16.09%

-15.55 A

4517 /~

$7,081 .37

$9,833138

$12,554.79

515,336.50

$18,088.21

100,000

150,000

200.000

250,000

300,000

$8,872.92

$11 ,a3537

$14,997.82

$18, 150.28

$21 ,32273

($1 ,327.52)

($1387.261

($2,64l-3.991

($3,306.72l

($3,955.45\

~17.63%

-18.92%

-19.64%

.201D%

-20.42%

$6,203.30

$8,515.97

$10,828.65

513_141 .32

515.453.99

100,000

150,000

200 000

250,000

300,000

$7,530.82

$10,503.23

$13,47563

$15,448.04

51942045

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 47 of 96

Cost of Service

Present
Large General Service Time of Use Pricing Plan GS-85A

Proposed

Customer Charge per Month $98.01 $371.88

Demand Charge Per Month
Summer (May-Oct)

On-peak kW
Off-peak kW

$7.50
$0. 00

500% $3.00
$1.00

50.5%
49.5%

Summer All Additional kW
On-peak KW
Off-peak kW

$7.50
$0.00

$0.00
$0.00

Summer
On-peak kW
Off-peak KW
Shoulder Peak kW

$0069587
50.061746
$0.0656B7

16.4%
78.0%
5.6%

80.075310
$0.045310
$0065310

17.3%
84.5%
18.1%

Generation Capacity, all kWhs NIA $0.000000

PPFAC $0.000000 $D.001539

DSM Adjuster, per kph $00000000 $0.0006250

Monthlv KWH Usage
Total Bill

Present Rate
Total Bi)l

Proposed Rate

Proposed
Increase

$

Proposed
Increase

%

Assuming 600 KW Demand

Present
Large General Service Time of Use Pricing Plan GS-85A

Proposed

Customer Charge per Month $9801 $371.88

Demand Charge Per Month
Winter (Nov-Apr)

On-peak kW
Off-peak kW

$4.98
$0.00

50.0% $3.00
$1 .of

50_5%
49.5%

Winter All Addition\ kW
On-peak kW
Off-peak ken

$4.98
$0.00

SO 00
$0. 00

Winter
On-peak kW
Off-peak kW

$00656S7
$0.057826

20.7%
79.3%

$0. 045310
$0.D45310

20,7%
793% 4

Generation Capacity, all kwhs N/A $0. 000000

PPFAC $0.000000 $0.001539

DSM Adjuster, per kph $0. 0000000 $0.G006250

Monthlv KWH Usage

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

$

Proposed
Increase

%

Assuming S00 KW Demand



-29.16°/

-20.88%

15.29 /1

-1125 /,

-8.20 /

$6,784.09

$940534

$12,015.59

514,527.85

$17.239.10

100,000

150 000

200,000

250,000

300,000

$9590.70

$11 887.74

$14,184.79

$16,48104

$18,778.89

($22'/95.611

($2,-482401

(so, 1 sa.z0>

(51 853991

(S1539791

-35.6%

27.0%

~210%

-18.6%

-13. 1 %

$6,203.49

$8,516.28

$10 829.03

$13,141.01

$15,45458

100,000

150,000

200.000

250,000

300,000

$9,533.37

511,572.76

$13,712.15

$15 751.53

$17,790.92

($3,4298B)

($3. 156.50)

($2_8B3.11)

($2,S0973)

($2,33s.34)

Tuscon Electric Power Company
Typical BNI Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H~4 TCRAC
Page 48 of 96

Cost of Service

Present Proposed

Large General Semite Time of Use Pricing Plan GS-85F

Customer Charge per Month $94.60 s3718s8

Demand Charge Per Month
Summer (May-Oct)

Orv peak kW
Off-peak kW

$16.34
$0.00

500% $300
s1.00

50.0%
500%

Summer All Additional kW
On-peak kW
Off-peak ken

$16.34
$0.00

$0.00
$0.00

Summer
On-peak kW
Off-peak kW
Shoulder Peak kW

so. 104973
$CL031320
30076808

164%
7B.D%
5 5 %

$0075310
$0045310
$0065310

18.4%
78.0%
5 6 %

Generation Capacity, all kWh NlA so000000

PPFAC $0.000000 $0.001539

DSM Adjuster, per kph $0.0000000 500006250

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

s

Proposed
Increase

%
Monthly KWH Usage

Assuming 600 KW Demand

Present Proposed

Large General Service Time of Use Pricing Plan GS-85F

Customer Charge per Month $94.60 $371.88

Demand Charge Per Month
Winter (Nov-Apr)

Orvpeak kW
Off-peak kW

$9.10
$0.00

100.0% $3.00
$1.00

50.5%
49.5%

Winter AI\ Additional kW
On-peak kW
Off~peak kW

as. 10
$0.00

$0043
5000

Winter
On-peak kW
OR»peak kW

$0.o7saoa
$0031320

20.8%
79.2%

50.045310
$0045310

20.8%
792%

Generation Capacity, all kWhs NIA $00000D0

PPFAC $0.000000 $0,001539

DSM Adjuster, per kph
$0. 0000000 $0.000S250

Tata! Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

s

Proposed
Increase

%
Monthlv KWH Usage

Assuming 600 KW Demand



-1 ,6°/

_34 /

.45 A

_55%

452%

-6.7%

$1 BB_551 .09

$229, 536. 35

$270,521 BE

s311 _50s8a8

$ 3 5 2 , 4 9 2 1 5

5293,477.41

$191  702 . 00

$237  703 . 00

$283  704 . 00

5329, 705. 00

$375 , 706 . 00

$421 ,707.00

(so,  15091 I

(so,  16065>

( $ \ 3 , 1B 2. 38 l

( $18_19812 \

( $23 , 213B 5)

( s28 , 22959>

2, 000 000

3,000 O00

4 000 000

5, 000 000

8, 000, 000

7 , 000 , 000

-5. 0%

~B.8%

- 10. 6%

- 12. 0%

- 13. 0%

- 13. 8%

$175,822.71

$210, 563. 67

$245, 304. 62

$280, 045, 58

$ 3 1 4 , 7 8 6 5 4

$349, 527. 49

2, 000, 000

3, 000, 000

4, 000, 000

5 , 000 , 000

6, 000 000

7, 000, 000

$187 . 102 . 00

$230 , 803 . 00

$274 , 504 . 00

$ 3 1 8 , 2 0 5 0 0

$361 ,906.00

$405 , 607 . 00

( $ 1 1 2 7 9 2 9 )

($2()_239_33)

( 3 2 9  1 9 9 3 8 )

($3B ,  15942)

($47,119.461

( $58, 079. 51)

Tus c on  E lec t r i c  P ow er  C ompany
Typ ica l  B i l l  C ompar ison -  P r esent  and P r oposed R at es

Tes t  Y ear  D ecember  31 ,  2006

St a f f  Schedu ie  H - 4  TC R AC
P age 49 of  96

C o s t  o f  S e r v i c e

Present P r o p o s e d

L a rg e  L i g h t  a n d  P o we r  P r i c i n g  P l a n  L L P -14

C us t omer  C har ge  per  M ont h
$0 . 00 $ 5 0 0 0 0

D emand  C har ge  P er  M on t h
Summer  ( M ay- O c t )

O n - p e a k  k W
O f f - peak  kW

$9. 97
$0. 00

1 0 0 0 % 5 8 0 0
$2. 86

100 . 0%
97 . 9%

Su mme r  ( M a y- O c t l
O n~ peak  kW
O f f - peak  kW
Shou lde r - peak  k W h

$0. 046001
$0. 046001
$0. 046001

18 . 9%
76 . 9%
8.2%

5D D 83785
$0 , 033785
$ 0 0 5 3 7 B 5

1 6 3 %
7 5 9 %
8 2 %

G ener a t ion  C apac i t y,  a l l  kWhs N / A 5 0 0 0 0 0 0 0

PPFAC s o n o o o o o 3 0 0 0 1 5 3 9

D SM  Ad j u s t e r ,  p e r  k p h
$0.  0000000 $ 0 0 0 0 8 2 5 0

Total  B i l l
P r esen t  R at e

Total B il l
P r oposed  R a t e

P r o p o s e d
I ncr ease

s

P r o p o s e d
I ncr ease

%
M on t h lv K W H  U s age

N o t e :  As s u min g  1 0 , 0 0 0  k W  D e ma n d

P r e s e n t P r opos ed

L a rg e  L ig h t  a n d  P o we r  P r ic in g  P la n  L L P -14

C us t omer  C har ge  per  Mont h
$0 . 00 $ 5 0 0 0 0

D emand  C har ge  P er  M on t h
Win t e r  ( N ov- Apr )

O n - p e a k  k W
O f f - peak  kW

$9. 97
$0 . 00

100 . 0% $ 8 0 0
$2. 66

100 . 0%
97. 0%

On~peak ken
O f f - peak  kW

$0 . 043701
$ 0 0 4 3 7 0 t

21 . 5%
7 8 5 %

50. 033785
so.  033785

2 1 5 %
78 . 5%

G ener a t ion  C apac i t y,  a l l  kw hs N / A s0 . 000000

P P F A C $ 0 . 0 0 0 0 0 0 $ 0 D 0 1 5 3 9

D SM  Ad j u s t e r ,  p e r  k p h
$ 0 0 0 0 0 0 0 0 $ U 0 0 0 6 2 5 0

To t a l  B e
P r esent  R at e

Tota(  B ill
P r oposed R at e

P r o p o s e d
I nc r ease

$

P r o p o s e d
I ncr ease

%
M ont h lv K WH  U s age

Win t er  ( N ov- AD r l

N o t e ;  As s uming  10 , 000  K W D emand



$104.01 am

$244,994.92

$305. 173.22

$365 351 .53

$425,529.83

$485,708. 14

4811 /

- 74 / 0

-1.2/

34/>

7.0%

9.9/,

($35 355.533

($19.563.;a0)

(33.771 .063

$12.021 .17

$27,813,41

$43,605.84

8220,172.14

$264,558.21

$308,944.29

$353,330.36

$397.71 s 43

$442, 102.50

2.000.000

3.000.000

4.000.000

s.000.000

5.000.000

7,000,000

$163348. 71

$218_149.71

$272,950.71

$327,751 71

3382,552.71

$437,353.71

($15,351B4)

l$6.451.111

$3,449.61

$13,350.34

$23,251.07

$33,151.79

2,000,000

3,000,000

4,000,000

5,000,000

6,000,000

7,000,000

$179,700.55

$224,600.82

$269,501 _Of

$314.401 .37

$359,301 .64

$4M,201,91

-9.1%

-2.9%

1.3%

4.2%

8.5%

8.2%

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31 2006I

Staff Schedule H-4 TCRAC
Page 50 of 95

Cost of Service

Present
Large Light and Power Time of Use Pricing Plan LLP-90A

Proposed

Customer Charge per Month $0.00 $50000

Demand charge Per Month
Summer (May-Oct)

On-peak kW
Ofllpeak kW

$10.95
$10.95

60.0%
SD 0%

$8.00
$265

60.0%
so. 0%

Summer (Mav-Oct)
On-peak kph
Off-peak kph
Shoulder~peak kWhs

$0.058806
$0.041654
so. 049005

13.6%
810%
5.5%

50.064176
$0D54175
$D0l/4176

13.8%
81.0%
5.5%

Generation Capacity, all kWh N/A $0000000

PPFAC $0.000000 $0.001539

DSM Adjuster, pa! k p h $00000000 $00006250

Monthlv K\NH Usage
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

Note; Assume 10.000 kW  Demand

Present
Large Light and Power Time of Use Pricing Plan LLP-90A

Proposed

Customer Charge per Month $0.00 $500.00

Demand Charge Per Month
Winter (Nov-Apr)

On-peak kW
Off-peak kW

$8.99
$B.99

49.9%
50. 1 %

$8.00
$2.66

49.9%
50. 1 %

Winter (Nov-Aor)
On-peak kph
Off -peak kph

s0n58806
$0.041654

188%
81.1%

$0.054175
$0054176

1B.9%
B1.1%

Generation Capacity, all kWhs N/A $0 DDDDDD

PPFAC 50.000000 $0.000D00

DSM Adjuster, per kph $D.0000DDO $0.0006250

Monthlv KWH Usage
Total 8il1

Present Rate
Total Bill

Prowsed Rate

Proposed
Increase

s

Proposed
Increase

%

Note: Assuming 10,000 kW Demand



($s5.40e.41)
($41 .9845s1 »
(s18,52281 m
$4,918.99
$28 360.78
$51 ,B02.5B

.2355 A

-13.3 A

-52%

1.3 A

8.6%

11.1%

2.000.000

3,000 000

4,000,000

5,000,000

6,000,000

7,000,000

5212,74874

$273,568.11

5334,387.47

$395,206. BE

$45002521

3516,84558

$278,155,14

$315.53271

3352,91029

$390,287.86

$427,665.43

5465,043.00

$201 ,asa12

$258,539. 19

$311 ,8B2.25

$366,825.31

$418,218.37

-27.2%

-16.7%

4 . 1 %

-0.9%

4 2 %

10.3%

$275,825.93

907,938.%

$339,051 .es

$370,164.83

$401277.80

$432,390.75 $471111.43

2,000,000

3,ooo,000

4,000,000

5,000,000

6,000,000

7,000,000

($75_429,B1)

(§1_89.71)

($27,369G2)

($3,339.52\

$16,940.57

$44,720.57

Tuscan Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H~4 TCRAC
Page 51 of SB

Cost of Service

Present
Large Light and Power Time of Use Pricing Plan LLP-90F

Proposed

Customer Charge per Month $0.00 $50000

Demand Charge Per Month
Summer (May-Oct)

On-peak kW
Off~peak kW

$2034
$20.34

1000% $8.00
$2.88

85.0%
85.0%

Summer (Mav-Oct)
On peak kph
Off-peak kph
Shoulder-peak kWh

$0.0B3541
$0028002
50.042003

154%
7B.B%
5.8%

$0.0B417S
3005417S
$0.D74176

15.4%
788%
5 8 %

Generation Capacity, all kWhs N/A $0000000

PPFAC $0.000000 $0.001539

DSM Adjuster, per kph SO. aoooaao $D. 0006250

Monthlv KWH Usage
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

Note: Assuming 10,000 WV Demand

Present
Large Light and Power Time of Use Pricing Plan LLP~90F

Proposed

customer Charge per Month $0.00 $50000

Demand Charqe Per Month
Winter (Nov-Apr)

On-peak kW
OH-peak kW

$10.73
$10.73

1000% $8.00
$2.55

85.0%
850%

Winter (Nov-Apr)
On-peak kph
Off-peak kph

$0 042003
$0.028002

22.2%
773%

30005417S
$0.054175

22.2%
778%

Generation Capacity, allkWhs NIA so. 000000

PPFAC $0.000000 50.001529

DSM Adjuster, per kph $0.0000000 $0.000s250

Monthlv KWH Usage

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
increase

$

Proposed
Increase

"lo

Note: Assuming 10,000 kW Demand



1.2%

1.2%

1.2°/

1.2/o

1.2%

1.2%

500

1,000

2.000

2.500

5.000

10000 $41.72

$83.44

$188.88

$208.60

$417.21

$834.41

$0.49

$0.98

$1 .96

$2.45

$4.89

$9.78

$41 .23

$82.48

$164.93

$206. 16

$412.32

$824.63

13 /,

1.3%

1.3%

1.3%

1.3%

1.3%

$39.69

$79.38

$158.75

$198.44

5395.89

$793.78

$39.17

$78.34

$156.68

$195.85

$391 .70

$783.40

500

1 .000

2,000

2,500

5.000

10,000

$0.52

$1.04

$2.08

s2.59

$5.19

$10.38

Tuscan Electric Power Company
Typical Bi!! Comparison - Present and Proposed Rates

Test Year December 31, 2005

StafT Schedule H-4 TCRAC
Page 52 of 96

Cost of Service

Present Proposed

Municipal Service Pricing Plan PS-40
Summer . all kWhs (May-Oct)

$G,082463 50081277

Generation Capacity, all kWhs
NIA $0D00000

PPFAC
$0.000000 $00D1539

DSM Adjuster, per kph
$0. 0000000 $D0006250

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

s

Proposed
Increase

%
Monthlv KWH Usage

Present Proposed

Municipal Service Pricing Plan PS-40
Winter . all kWhs (Nov-Apr)

$0.0l/8340 S0077213

Generation Capacity, all kWhs
NIA 50000000

PPFAC
$0.000000 $0001539

DSM Adjuster, per kph
saoocoooo $D0006250

Total Bill
Present Rate

Total Bill
Proposed Rate

Proposed
Increase

$

Proposed
Increase

%
Monthiv KWH Usage



1.2%

124

1.2%

1.2%

1.2%

1_2/,

$41.23

$82.46

$164.93

$206. 16

$412.32

$824.63

500

1 000

2,000

2,500

5,000

10,000

$41.72

$83.44

$166.88

$20850

$417.21

$834.41

$0.49

$098

$1 .96

$245

54.89

$9.78

$39.59

$79.38

$158.76

s198.44

$396.89

$793.78

500

1 ,000

2,000

2,500

5,000

10,000

13%

13%

13 A

1,3%

13%

1.3%

$0 52

$1 .04

$2.08

$2.59

as. 19

$10.38

$39.17

$78.34

$156.68

$185.85

$391.70

$783.40

Tuscan Electric Power Company
Typical Bill Comparison . Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H-4 TCRAC
Page 53 of 96

Cost of Service

Present Proposed
Municipal Service Pricing Plan PS~43
Summer . all kWh (May~Oct) $0.082463 80.081277

Generation Capacity, all kWh N/A 30000000

PPFAC $0.000000 $0. 001539

DSM Adjuster, per kph 50.0000000 300008250

Monthlv KWH Usage
Tom Be

Present Rate
Tata) Bill

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

Present Proposed
Municipal service Pricing Plan PS-43

Winter - all KWhs (Nov-Apr) 30.078340 so. 077213

Generation Capacity, all kWhs N/A $0.000000

PPFAC $0.000000 $D.001539

DSM Adjuster, per kph $0.0000000 saoooszso

Monthlv KWH Usage
Total Be

Present Rate
Total Bill

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%

I
r



250

500

1 ,000

2,000

2,500

5,000

10.000

$13.23

$26.46

$52.92

$105.85

$132.31

$254.52

$529.24

$0.36

$0.71

$1.42

$2.85

$3.56

$7 12

$14.24 2.B%

2.8%

2.8%

2.8%

2.6%

2.8 A

2.8%

$12.88

$25_75

$51 .so

$103.00

$128.75

$25750

$515.00

250

500

1,000

2,000

2.500

5,000

10.000

$12.91

$25.83

$51.65

$103.30

$129.13

$258.25

$518.50

2.9v

2.9V

2.9%

2.9%

2.9%

2.9°/

2.9%

$12.55

$25. 10

$50.21

$100.42

$125.52

$251.04

$502.08

$0.36

$0.72

$1 .44

$2.88

$3.61

$7.21

$14.42

$3.34

$6.58

$18.69

$33.38

$66.77

$133.53

$1 B6.92

$3.39

$6.79

$1697

9393

$67.86

$135.72

$169.55 -1.5%

-1.6%

-1.8%

-1.5%

-1.s%

-1.S%

-1.6V

50

100

250

500

1 .000

2,ooo

2,5o0

($0.05)

(50.111

(so

($055)

($109)

(sz. 191

($2.73)

Tuscon Electric Power Company
Typical Bill Comparison - Present and Proposed Rates

Test Year December 31, 2006

Staff Schedule H~4 TCRAC
Page 54 of 96

Cost of Service

Present Proposed
Municipal Interruptible Service Pricing Plan PS-458-46
Summer .. al! kWh (May-Oct) $O 051500 $0.050759

Generation Capacity, all kWhs N/A 550000000

PPFAC $0.0G0000 $0.001539

DSM Adjuster, per kph $O. DDDDODO $0.D006250

Monthlv KWH Usage
Total Bill

Present Rate
Total Bill

Proposed Rate

Proposed
increase

3

Proposed
Increase

%

Present Proposed
Municipal Interruptible Service Pricing Plan PS-458.46
W inter - all kW h (Nov~Apr) $0.05020a $004948s

Generation Capacity, all kWh NIA 30.000000

PPFAC $0.ClD0000 $0.001539

DSM Adjuster, per kph $0.0000000 $0.000G250

Monthlv K\NH Usage
Total Bill

Present Rate
Tzeltal BH!

Proposed Rate

Proposed
Increase

$

Proposed
increase

%

»

ProposedPresent
Traffic Signals and Street Lighting Pricing Plan PS-41847
All kWhs $o.0s7as1 $0. 064503

Generation Capacity, all kWhs NIA $0.000000

PPFAC N/A $0_001539

DSM Adjuster, per k\nh $0.00G0000 $0.0006250

Monthlv KWH Usage
Total Bill

Present Rate
TO*8l Bill

Proposed Rate

Proposed
Increase

s

Proposed
Increase

%



1

Tucson Electric Power Company
Be Count Test Year Ended December 31 . 2006

Schedule H-5
Page 55 of 96

Cost of Service

Cumulative Bills Cumulative kWh
I

Upper Number of Bil\s

Residential Service - Rot . Summer (May - Oct)

Usage Range - kWhs

Lower kWhs Bills Percent of Total kwhs Percent of Total

0 49 2.959% 0.035%
4

to 99 4.875% 0.168%

1 OF 149 6.996% 0.417%

150 199 9.217%

zoo

250

249

299

349

0.786%

1.307%

2.015%

2.938%300

399

11 _643%

14.331%

1'/290%

20.4€3%

23.B39"/u

350

400 449

450 499

500 999

1 DOO

27.321 %

5B.823%

78.131 %

BB.91`/'%1500
.r

94.49B%2000

2500 97.240%

3000

3500

9B.5B2%

4.082%

5.462%

7.009%

29.377%

52.32D%

70,343%

82.386%

89,802%

93.730%

4ooo

99.213%

99.541%

98.083%

97.426%

Q9.724% 98.263%4500

5000 99.987% 99.822%

50,700

39,297

43,494

45,554

49,746

55,131

60,590

65,092

69,249

71 ,402

646,110

396,022

221 .21 o

114,477

56,235

21,111

13,363

6,719

3,784

5,392

208 99_997%

1 .499

1 .999

2.499

2.999

3,499

3.999

4.499

4.999

9.999

14.999

19.999 39 99.999% I

10,000

15,000

z 20,000 18

793,534

2,977,104

5,573,051

8,280,015

11 ,6a5,212

15,878,962

20,702,316

25,652,438

30,958,580

34,690,233

501 ,626,572

514,537,028

404,207,590

289,634,115

182,276,509

92,577,894

52,774,445

30,102,213

18,786,723

34,958,838

2,573,459

696,383

718,209

G0,700

99,997

143.491

189,045

238,791

293,922

354,612

419,704

488,953

560,355

1,208,454

1 .602,48e

1 ,B23,697

1.938.173

1 ,994,408

2.o21 .519

2,034,882

2,041,601

2.045.365

2,050,757

2,050,963

2,051 ,002

2,051 ,021 100.000%

793,534

3,770,638

9,343,689

17,623,705

29,305,917

45.1 B7,87B

55,890,195

91 ,542,633

122,501 ,212

157,191 .445

658,818,017

1,173,355,045

1,577,562,636

1,847.196.751

2,009,473,260

2,102,051,154

2,154,825,599

2,184,927,812

2,203,714,534

2,238,873,373

2,241 ,246,B32

2,241 ,9-3,195

2,242,861,404

99.937%

99.9BB%

100.000%

Average Number of Bills

Average kph Usage

Average kph usage per Nun be ref Bitts

89,175

97,507_01 B

1.093



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 56 of 96

Cost of Service

Usage Range - kwhs Cumulative Bills Cumulative kWhs

Upper

Residential Service . R01 . Winter (Nov . Apr)

Lower Number of Bills kwhs Bills Percent of Total kwhs Percent of Total

0 49 67,143 67,143 3,266% 0_079%

50 99 56,038 123,181 5.992% D.379%

100 149 187,822 9.137% 0.970%

150 199 12.936% 1.979%

200 249

64,641

78,110

95,552 17.584% 3.572%

250 299 22.956% 5.825%

300 349 2B.762% 8.707%

350 399 34.729% 12.129%

400 449

110,429

119,351

122.670

121,679 40,648-v, 15.981%

450 499 46.2B3% 20.083%

500 999

115,840

740,809 82.320% 59.308%

1 O00 94.039% 81 _049%

1500

1 .499

1.999

265,932

351,484

471 ,913

591 .2B4

713.934

835,813

951 ,453

1,592,252

1,933.181

2,010,378 97.794% 9D.933"/n

2000 2.499

240.919

77,197

26,442 99.081% 95_319%

2500 2.999 10.148 99.5l/4% 97.38S%

3000 3,499 4,325 99.7B5°/o

t _109,311

5,305,295

13,567,502

27,67D,B18

49,933,867

BI .431 ,437

121 ,72B,B53

1B9.56B,757

223_40B_185

2B0,753,6B1

B29912B,56B

1,133,057,254

1,2ll1,244_41S

1,332,563,324

1,361 _455_737

1,376,0822210 9B432%

3500 3,999

1 _109,311

4, 195.984

8,262.207

14,103.116

22,263,249

31 ,4Q7,570

40.297,416

47,839,904

53,839,428

57,345,496

548,374,887

303,929,686

138,187,1 Hz

61 ,318,%8

28,892.413

14,626,473

7,7TZ,050 99,881% 9B.9BB%

4000 4,499

1 ,Asa

929 99.927% 992B3%

4500 4,999 513

4.122.462

2,548,622 99_952% 99 .46-5%

soon 914 99_995% 99.B97%

10,000 66 99.999% 99955%

15.000

9,999

14,999

19,999 4

6,029,249

817,732

73,273 99.999% 99.9G1%

z 20,000 13 551,151

2,038,820

2,046,968

2,051 .293

2,053,281

2,054,210

2,054,723

2,055,537

2,055,703

2,055,707

2,055,720 1W .000%

1,383,854,250

1,387,976,722

1,390,5253344

1,395,554,593

1,397,372,325

1,397,445,598

1,397,998,759 100.DDO%

Average Number of Bills

Average kph Usage

89,379

60,782,488

B80Average kph usage per Numbs ref Bills

r

I



4"

Tucson Electric Power Company
Bi!! Count Test Year Ended December 37, 2008

Schedule H~5
Page 57 of 96

Cost of Service

Usage Range - kwhs Cumulaljve Bills Cumulative kwhs

Lower kwhs Bills Percent of Total kwhs Percent of Total

0 49 11.63% 1.79%

50 99 38.63% 15.54%

1 OO 149 64.84% 37.58%

199 56.81 %150

zoo 69.89%

I

Upper Number of Bills

Residential Water Heating - R02 - Summer (May - Oct)

1,670

3,879

3,765

2.316

1,220

667

249

299 78.64%250

300 349 336

399 1 BE

B0.96%

89,46%

94.10%

9s44%

97.73%

98.49%

350

400 449 108

450 499 31 98.70%

B3.90%

87 25"/»

B9.4-7%

90. 18%

500 549 34 98.94% 91 .05%

550 15

17

99.04% 91.43%

600

599

649 99.17%

699 14 99.26%550

700 10 99.33%

91.92%

92.36%

92.71 %

750

749

799 B 99.35% 93.00%

B00 849 8 99.42% 93.24%

850 899 7 99.47% 93.53%

900 949 5 99.50%

99.55%

93.75%

950 999 7 94.07%

41 99.83%

15 99.94%

96.77%

98.55%

1 ,000

2,000

3.000

1 ,999

2,999

3,999 9

37_585

288.354

462,065

403,284

274,444

183,428

110,292

10,154

45,731

14,845

18,096

a,148

10,206

9.281

7,203

6,150

4,951

6,084

4,559

6,703

56,698

39,286

28,389

1,670

5,549

9,314

11 ,630

12,849

13,51 s

13,853

14,038

14, 147

14,177

14_z11

14,227

14,244

14,258

14,267

14,275

14,281

14,288

14,292

14,299

14,340

14,355

14,354 100.80%

37,585

325,939

788,004

1 .191 ,EBB

1,455,732

1,649.1 so

1.759.451

1,829,605

1,876,336

1 .891 , 181

1 ,909,277

1 .917.425

1 .s27,631

1,936.912

1 ,s44.116

1.950.265

1.955.246

1,951 ,330

1 .965.989

1,972,692

2,029,390

2.068.576

2,097,066 100.00%

Average Number of Bills

Average kph Usage

Average kph usage per Nun be mf BiI\s

625

91 _177

14s



Tucson Electric Power Company
Bill Count Test Year Ended December 31 _ 2006

Schedule H~5
Page 58 of 96

Cost of Service

Usage Range » kWh Cumulative Bills Cumulative kwhs

Lower Number of Bills kWhs Bills Percent of Total kWhs Percent of TotalUpper

Residential Water Heating - R02 - Winter (Nov .. Apr)

6410 49 9,115 841 4.46% 9.115 029%

50 99 1B.04% 4.29%

100 149

126,445

335.536 34.89% 14.89%

150 199 54.02%

135,560

471 ,096

946,334 29.91%

zoo 249

1.663

2,708

2,748

2,125

475,238

474,623

2,304

5,012

7.759

9.884 68_B1% 44.92%

250 299 1 .504 412,331 79.28% 57.95%

300 349 1 ,042 338,112 B6_54% 68.64%

350 399 673 91,22% 76.64%

400 449 401 94.02% 82.06%

450 499 283

253,182

171,219

135,210 95.99% 86.33%

500 549 156 97_07% 88.93%

sec 599 115 97,BB% 91.04%

sao 649 75

82,382

66,775

46.940 98.39% 9253%

650 699 44 9B.70% 9347%

700 749 35

29,749

25,489 94.27%

750 799 19 14.753

11 ,388

12.430

13,103

13.504

13,788

13.944

14,059

14_133

14,177

14,212

\4,231

98.94%

99.07%

1.420,958

1,833,289

2,171 ,401

2,424,583

2,595,802

2,731 ,012

2,813,394

2_880_159

2,927, 109

2,956,858

2,982,347

2,997,1 OD 94.74%

800 849 27 22,470 14,25a 99.25% 95.45%

850 899 16 14,133 99.37%

3,019,570

3,033,703 9590%

900 949 10 99,44% 3,043,120 96.20%

950 999 12

14,274

14,284

14,295 99.52% 96.57%

1 ,too 56

9,417

11,781

77,367 9991%

3,054,902

3,132,253 99.01%

12 99.99% 3, 160,202 99.90%2.000

3.000

1 ,999

2,999

3.999 1

27,933

3.278

14,351

14,363

14,354 100.00% 3,163,479 100.00%

Average Number of Bills 825

Average kph Usage 137,543

2zoAverage kph usage per Numbs ref Bills



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 59 of 96

Cost of Service

Usage Range - kWhs Cumulative Bills Cumulative kWh

Upper

Residential Time of Use - R21 - Summer (May - Oct)

26

Lower Number of Bills kwhs Bills Percent of Total kwhs Percent of Total

0 49 380 26 0.15% 380 0.00%

50 99 29 56 0.32% o.o1 %

100 149 40 96 0.56%

2,551

1,474 0.02%

150 199 42 138 0.80% 14,727 0.05%

200 249 43 1B1 1.05% 24,402 0.08%

250 299 90 271 1.57% 49,547 0.16%

300 349 103 374 2.17% 0.27%

350 399 150 524 3.04% 0.45%

400 449 163 887 3.98% 058%

450 499 171 858 4.98%

83,158

139,735

209,804

291 .925 0.95%

500 999 23.04% 8.94%

47.0B%

2,758,702

B,D32,050 25.02%1.499

1,999 86.91% 14,086,429 45.64%

81.14% 19,658,796 63.59%

1,000

1.500

2,000

2.500

2.499

2.999 B9.7B% 23,788,084 7707%

3,000

3.1 17

4.148

3.422

2.455

1.4a8

813

3.976

8.124

11,546

14,001

15,488

16,302 94.47% 2S,461_303 8 5 ] 3 %3.499

3,999 397 16,598 96.77% 27,970,893 90.62%

252

2,171

4.922

7.254

9.675

25.144

331812

56,627

69_a19

82,321

2,466,778

5,273,347

6,054,379

5,5/2,367

4,129,288

2,873,219

1,509,590

1,087,629 15,950 98.23% 94.14%

a,5oo

4,000

4.500

4.499

4.999 136 99.02%

29,058,522

29,717,739 96.28%

80

17,086

17,157 99.48% 97.87%5,499

5.999 39 17,205 99.71% 9841%

6,499 20

659,217

428,632

228,693

124,482 17,225 99.82% 98.81%

13 17,238 99.90% 99.10%

5

88,474

36,608 99.93% 99.22%

5 38,079

17,243

17,248 99.96% 99.34%

5,000

5,500

0,000

6,500

1 ,000

7,500

a_o00 1 8,224 9996% 99.37%

9,000

6,999

7,499

7,999

8,499

9,499 3 999895 99.45%

>_ 10,000 4

27,203

168,562

17,249

17,252

17,256 100.00%

30,146,371

30,375,065

30,499,546

30,588,020

30,524,623

300862,707

30,670,931

30,698,135

300858,698 100.00%

Average Number of Bills 615

Average kph Usage 1,102,382

1.789Average kph usage per Numbs ref Bills



I

Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 60 of 96

Cost of Service

Usage Range - kwhs Cumulative kWhs

Lower Upper

Residential Time of Use - R21 »Winter (Nov - Apr)

Number of Eilis kwhs

Cumulative Bills

Bills Percent of Total kwhs Percent of Total

o 49 15 250 15 0.086% 250 0,001%

50 99 34 CB 0.280% 0.013%

100 149 66 D.B83% 0.052%

199 58

114

173 1 .OOD%

249 92 254 1 .531%

299 136 4o0 2.319%

0.100%

0,199%

0.380%

0.687%349 197 3.462%

150

200

250

300

350 399 297

364

5,1B1%

400 449

450 499 420

7.289%

9.723%

44.97D%500 999

1 too 74,921%

1500

2000

B9'/0B%

95.841%

1.222%

1.967%

2_926%

Z5.325%

56.035%

77.263°/>

8860B"/o

2500 98.368% 94328%

3000 99.24G% 9e.s8a%

3500

e_oa2

5,158

2.551

1.059

436

152

53 99.554% 97B47%

9B.231%4000 29 99.720%

4500 is 9981'}%

5000 15 99.8971=/,

98,593%

9B.987%

r 6 99.931 % 99.126%

99.184°/»J
I

z 99.943%

1 99.949%

1 .499

1 .999

2.499

2,999

3.499

3.999

4.499

4,999

5,499

5,999

9,499

6.999

7.499 4 99,971 %

1oo.ooo%

99,216%

99.351 %

100.DOO%

5,500

5,000

6.560

7,000

2 7,500 5

2.598

a.4a5

10,507

21 .539

39,363

66,647

116,487

161.884

208.540

4,a71 .631

6,679,284

4.616,921

2,467,517

1 .243.911

513.393

208,563

126,942

78,767

81 ,246

34,592

12,687

6.854

29,540

141 ,077

597

B94

1 ,zs

1.678

7.760

12,928

15,480

16,538

18.974

17,126

17,179

17,208

17,223

17,238

17,244

17,246

17,247

17,251

17,255

2.848

11 ,333

21 ,B40

43,378

82,741

149,388

265,875

427,759

635,300

5,507,931

12,1 B7/215

15_8D4_136

19.271 ,653

20,515,s64

21 ,028,957

21 ,23l/,520

21354,452

21 ,443,230

21 ,524,47B

21 ,559,058

21 ,571 ,755

21 ,57a,s09

21 ,60B, 149

21149,226

690Average Number of Bills

Average kph Usage

Average kph usage per Numbs ref Bills

BS9,969

1,260



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H~5
Page 61 of 96

Cost of Service

Usage Range - kWhs Cumulative kWhs

Lower Number of Bills kWh

Cumulative Bills

Bills Percent of Total kWhs Percent of TotalUpper

Residential Time of Use - R70 - Summer (May - Oct)

1360 49 136 054% 0.01 %

50 99 120 25S 1.01% 0.03%

100 149 14B 404 1.59%

226%

0.08%

150 574

B11

199

249

170

237 3.20%too

250

300

299 261

349

0. 15%

0.29%

0.48%

0.77%

1 .13%399350

400 449

343

378

408 1 5 9 %

463

4.22%

5.58%

7,D7%

8.67%

10,50%

12_30%

450

500 456

J

550

499

549

599 539

565

2.16%

2.78%

3.59%

i
I

r

600 649 4.52%

650 599 571

14.42%

16.65%

18.90% 5.53%

700 749 B.5G%

750 799

595

B37

21.24%

23.75% 7.95%

B49 28.35%800

850 899

660

672 29.00%

9.38%

10.92%

900 949 643 315 4 % 12.4B%

950 999 34.01% 14.08%

57.39% 33.46%

54.24%75.37%

87.03%

93_40%

71 .60%

827

5.932

4,ssa

2.958

1,617

a12

83,21 %

90.10%

411

205

95

96.60%

98.22%

99.03%

94.11%

99.40%

96.38%

97.55%

66 99.68%

99.79%

98.46%

9a,94%32

27

14

99.59% 99.40%

r

8

99.95%

99.97%

99.98%

99.67%

99.80%

99.88%

1,000

1 ,500

2.000

2.500

3.000

a.s0o

4,000

4.500

5,000

5.500

6,000

7.0o0

0.000

9,000 3

1.499

1 ,999

2,499

2,999

3,499

3.999

4,499

4,999

5,499

5,999

6,999

7.999

a,999

9,999

2 10,000 4

2,419

8.497

18,219

29,932

53,688

72,137

112,351

143,005

175,413

223,042

242.477

314,815

358,924

392,300

438,596

502,264

554,193

598,331

805,827

822,100

7,527,975

a,o71 ,913

6,740,498

4,511 ,309

2,675,102

1 ,557,434

881 ,753

455,916

353,322

187,265

177,306

104,515

52,730

28,295

47,473

1 .072

1,415

1.793

2,201

2.664

3.120

3.659

4.224

4.79s

s.3so

6,027

e,ea7

7.359

8,002

8.829

14,561

19.124

22,082

23,699

24,511

24.922

25.127

25,222

25,288

25,320

25.347

25.361

25.367

25.370

25,374 100.00%

2,419

10,916

29,135

59,067

112,7s5

184,892

297,273

440,278

515,691

838,733

1 ,oak ,21 o

1 ,396,026

1.754,950

2,147,250

2.585, 146

31088,410

3,842,603

4_z40,934

4,B4S,761

5,468,861

12,996,836

21 ,068,749

27,809,247

32,320,556

34,995,658

36,553,092

37,434,845

37,B%,761

38,244,983

38,431 .348

38,608,654

38,713,1 as

38,765,899

38,794,194

38,841 ,667 100.00%

Average Number of Bills 725

Average kph Usage 1,109,752

1,531Average kph usage per Numbs mf Bills



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 62 of 96

Cost of Service

Number of Bills kwhs

Cumulative Bills

Percent of TotalBills

Cumulative kWh

kwhs Percent of Total

Usage Range - kwhs

Lower Upper

Residential Time of Use - R70 - Winter (Nov - Apr)

100o 49 1 OF 0.39% 0.02%

G.O7%50 99 133 233 092%

we 149 188 1 .66% 0.17%

306 2.86% 0.39%199

249 494 481% 0.86%

150

200

250 299 703 7.58%

300 349 10.99%

350

400

450

399

1 .68%

2,86%

4.27%

5.14%

B.3S%

500

449

499

549

599

15.07%

19.18%

23.53%

27,96%

32.25%

10.B6%

550 13.28%

16.07%600 649 36.46%

650

864

1.037

1 ,042

1,105

t,124

1 _0a7

1.069

999 40.40%

700

699

749 44.38%1,oo9

975 48.22%

18.94%

22.02%

24.79%750

800

799

849 95g 5200%

850 899 914 55.60%

59.13%

27.71%

30.62%

33.71 %900 949 897

950 62.55%

84.77%

94.05%

97,53%

99.01 'Vu

36.82%

66.08%

83.25%

91 _55%

95.90%

B67

5.638

2.356

B81

377

122 99.49% 97.59%

66

26

98.64%

12

11

99.75%

99.85%

99.90%

99.95%

99.10%

99.35%

7

99.61 %

99.30%

1,000

1 ,sao

2,000

2_50o

3,000

3.500

4,000

4.500

5,000

5,000

7,000

999

1,499

1,999

2,499

2,999

3,499

3.999

4,499

4,999

5,999

5,999

7,999 5

99.98%

100,00% 99.96%

>_ B,O00 1

4,164

13.584

24,671

57,257

118,473

206,535

299,236

356,368

473,702

562,444

632,552

611 ,378

706,581

725,554

779,543

700,B72

739,941

737,401

780,307

787,022

7,405,514

4,346,407

2,099,569

1,102,439

426,933

266,454

115_97S

62,697

55_095

49,609

40,767

9,499

421

727

1 ,z21

1,924

2,787

3,824

4.866

5,971

7.095

8.1 oz

9,252

10,251

11 .280

12,235

13.194

14, 1 as

15,005

15,871

21 ,509

23,865

24,746

25.123

25,245

25,311

25,337

25,349

25,361

25,368

25.373

25,374 100.00%

4,1 et

17,748

42_419

99,676

21 B,149

424,684

723,920

1,080,288

1.553.990

2,115,434

2,74B,986

3,360,354

4,066,945

4,792,499

5,572,142

6,273,014

7,012,955

7,750,355

8,530,663

9,317,885

16,723,299

21 ,0S9,707

23,169,276

24,271 ,715

24,698,647

24,965,1 12

25,081,087

25,143,784

25,20B,879

25,258,487

25,299,255

25,308,754 100.00%

Average Number of Bills 793

Average kph Usage

Average kph usage per number ref Bills

790,899

997



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H~5
Page 63 of 96

Cost of Service

Cumulative kWhsUsage Range . kwhs

Lower Upper Number of Bil\s kwhs

Cumulative Bills

Bills Percent of Total kWh Percent of Total

Residential R2G1A Mid-Summer (Jun - Aug)

0 49 513 513 0.07%

50 99 316 B29

2.38%

385°/,

1 O0 149 424 5.82%

0.15%

0.33%

1541 7.15% 0.50%

200

199

249 8.48%

250

300

299

349

9.75%

11 .O2%

012%

0_98%

129%

350 399

285

288

275

272

259

299400 449

12.22%

13.61%

15.08%499 316

363

1.62%

2.06%

2.58%

3.24%

4,02%

549

599 393

450

500

550

B00 649 429

16.76%

1B.59%

20,58% 4.95%

650 699 457 22.71% 6.04%

7.22%700 749 468 24.88%

750 799 430 26.B8% 8.37%

too B49 448 28.96% 9.66%

850 899 499 3128%

33.45%

11.17%

12.67%949

999

46B

531 35.92% 14.49%

40.28%G3.37%

83.69% 66.57%

92.91 % 81.84%

5.911

4.376

1 ,984

776

290

96.51 %

97.86%

98.61%

89.14%

92.39%

94.45%160

75 95.55%98.95%

99.85% 95.95%24

97 99.51%

71 99.84%

8 99.88%

sr775%

9915%

9932%

99_(55%14

5 99.81 %

1

99.94%

99.97%

99.98% 99.84%

900

950

1 ,too

1 ,sao

2,000

2,500

3,000

3,500

4_0o0

4,500

5,000

5,500

6.000

6.500

1,000

7,800

8,400 2 99.99%

100.00%

99.90%

1 ,499

1,999

2,499

2,999

3,499

3,999

4,499

4,999

5,499

5,999

5,499

6,999

7,499

7,849

8,599

29100 3

22.228

23,390

54,850

51 ,066

66,573

78,557

91 ,798

101 .117

131 ,ass

156.465

198,256

236,028

280,086

329,529

354,412

34B,394

386,672

456,909

452,554

547.611

7,775.218

7,926,149

4,604,669

z.zo1 .101

979.091

622,763

330.275

121 ,723

543,330

420,528

53.100

102,026

45,685

a.304

17,985

29,743

1,254

1.539

1.825

2.1oo

2,372

2,631

2.930

3,z47

a.e1o

4,003

4.432

4,889

5.357

5,787

6.236

6,734

7.202

7.733

13.644

18,021

20,005

20,781

21 .071

z1 .231

21 ,308

21 ,330

21 .427

21 .497

21 ,505

21 ,519

21 ,525

21 ,526

21,528

21 ,531

22,228

45,518

100,469

151 ,534

218,107

296,865

388.462

489,579

azov .41 s

777.880

976,146

1,212,173

1 ,492,260

1,8z1 .889

2,176,301

2,524,695

2,911 _ask

3,368,276

3,820,831

4,368,442

12,143,660

20,069,809

24,6744478

26,875,579

27,854,670

28,477,433

28,807,708

28,929,432

29,472,762

29,893,288

29,946,387

30,046,413

30,094,098

30,102,402

30,120,367

30,150,110 100.00%

Average Number of Bills 598

Average kph Usage

Average kph usage per Nurse ref Bills

837.503

1 .400



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 54 of 96

Cost of Service

Usage Range - kW h Cumulative Bills Cumulative kWhs

Lower Upper Number of Bills kwhs Bills Percent of Total kwhs Percent of Total

Residential R201A -Remaining Summer (May, Sept, Oct)

0 49 228 4,369 22B 1 .OF% 0.02%

50 99 350 578 269% 0.12%

1 of 149 445 4.75%

4,359

z7,5t 1

77,830 0.34%

150 199 377

23.143

50,319

60,332 6.50% 0.60%

200 249 356 73,636

1 ,023

1,399

1158 B.15%

138,163

211.798 0.93%

250 299 359 9,82% 132%

300 349 347

2,115

2,462 11.43% 1 _78%

350 399 411 13.34%

303,239

407,540

549,808 2.40%

400 4,49 390 15.15% 703,884 3.07%

450 499 491

91.441

104.301

142,268

153,876

216,475

2,872

3.263

3,754 1743% 920.158 4.02%

500 549 521 254,185 4,274 19B5% 5_13%

550 599 561 22,46% 5,44%

600 649 565

300,422

329,219 25_O8% 7.88%

650 699 808 382.120 2791% 9,55%

700 749 579 390,592 30.80% 11.25%

750 799 642 463,108

4.835

5,400

6,008

s,5ea

7,230 33.58%

1,174,343

1,474,766

1 ,B03,9B5

2,186.104

2,575,696

3.039,804 13.28%

too 849 641 492,685 7,871 35.55% 15.43%

850 899 665 542.441 8,535 3964% 17.B0%

900 949 665 572,933 9,zoo 42.73% 20_30%

950 999 S69 608,158 9.869 45.83% 22.96%

1 ,too 1 ,499 6.213 7,159,925 16,082 74.69% 54.23%

i

1 ,999 19,462 90.39% 77.86%
I

3,380

1 .230 20,592 96.10% 88.95%2,499

2,999 448 21,140 9B.1B% 93.89%

202 21 ,342 99.12% 96.55%3,499

3,999 90 21,431 99.53% 97.90%

4.499 30 21,451 99.67% 98,42%

1 ,500

2,000

2,500

3.000

3,500

4,000

4,500 4,999 31 99.52% 99.01%

25000 39

5,410,7B6

2,538,755

1,130,046

S08_304

309,557

118.353

136,251

226_478

21.492

z1 ,531 100.00%

3,532,489

4,074,930

4,547.Bea

5,256,021

12,415,947

177826,732

20,3654487

21 ,495,534

2z.t03,837

22,413,394

22,531 ,748

22,657,998

22,894,476 100_00%

Average Number of Bills 742

Average kph Usage 789,465

Average kph usage per Numbs ref Bills 1 ,063

f



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 65 of 96

Cost of Service

Usage Range - kWhs Cumulative Bills Cumulative kwhs

Lower Upper Number of Bids kwhs Bills Pement of Total kW h Percent of Total

Residential R201A -W inter (Nov . Apr)

0 49 725 725 1.58% 0.03%

so 99 902 3.7B% 0.21 %

100 149 1 ,041

883

619% 0.55%

0.95%150 199 B.24%

10.19%

12.25%

249

299

839

895

1 .45%

2.10%

3.00%349

200

250

300

350 399 4.24%

5.86%

1

400 449

450 499

14.68%

17.58%

20.87%

24.56%

28.55%

7.87%

500 549 10_29%

550 59g

sao 649

32.83%

37.32%

42.03%

13.12%

16.36%

2003%650 699

70o 749 46.62%

750 799 51 .OF%

23.86%

27.87%

BOO 849 55.54%

59.72%

32,10%

36.32%850 899

900 949 63.75% 4064%

950 999 67.55%

89,90°/a

96.46%

44.91 %

7603%

88.95%

98.44% 94.06%

1 ,040

1 ,242

1 .426

1.591

1 ,720

1 .843

1 .934

2,031

1,976

1 ,929

1 ,91 s

1.799

1,74o

1 .634

9.634

2.824

856

372 99.31% 98.77%

133

60

99.61 %

99.75%

37 99.84%

99.90%

J

23

13 99.92%

99.95%g

5 99.96%

14 99.99%

1,000

1,500

z,0oo

2,500

3.000

3,500

4,000

4,500

5.000

5,500

6.000

e_500

7,000 2 100.00%

100.00%

1 ,499

1 ,999

2.499

2,999

3.499

3.999

4.499

4,999

5.499

5,999

6.499

6,999

7.499

z 7,500 z

13,101

66,645

130,324

155,204

191 ,748

252,286

347.133

479.2B1

622,069

777,534

930,948

1 .093.063

1 .z48.318

1,414,968

1,47B,931

1 ,544.253

1 .631 _eve

1,625,742

1,663,827

1,646.513

11 ,998,G50

4,980,077

1,968,090

1 ,047,244

441 .170

234,881

164,536

113.705

69.495

55,089

29,687

97,118

17,zz0

20.606

1,627

2.688

3,551

4.389

5,285

6.324

7.566

8.992

10,583

12,303

14,146

1E_0B0

1e,111

20,087

22v016

23,932

25,731

27,471

29,105

38,739

41 ,562

42,418

42,790

42,923

42,983

43,021

43,044

43.057

43,068

43,071

43,085

43,087

43,089

13,101

79,746

210,070

365,274

557,022

809,308

1,156.441

1 .S35,721

2,257,791

3,035,325

3,966,273

5,059,338

6,305,654

7,720,622

9,199,552

10,743,805

12,375,476

14,002,217

15,566,044

17_312_557

29,311 ,206

34,291 ,2B3

36,259,373

37,306,617

37,747,787

37,982,648

38,147,284

38,260,989

38,330,484

38,385,553

38,415,240

38,512,359

38,529,578

38,550,134

97.92%

9B.53%

98.96%

99.25%

99.43%

99.57%

99.65%

99.90%

99.95%

100.00%

Average Number of Bills 1 ,267

1 ,133,B29

895

Average kph Usage

Average kph usage per Numbs ref Bills



Tucson Electric Power Company
Bill Count Test Year Ended December 31 , 2006

Schedule H~5
Page 66 of 96

Cos! of Service

Usage Range - kWhs Cumulative Bills

Lower Upper Number of Bills kwhs Bills Percent of Total

Cumulativekwhs

kWhs Percent of Total

Residential Time of Use R201B - Mid-Summer (Jun .. Aug)

0 49 5 195 s 0.34% 195 0.01 %

50 99 18 ZN 1.45% 0.05%

100 149 15 38 2.41% 0.13%

199 32 70 0.36%150

200 249 19

250 299 18

89

10s

121

0.53%

0.73%

300 349 15

4.41 %

5.55%

6.68%

7.64%

350 19 140

400

399

449 24

8.82%

10.33%

11 .IS%450 499 15

1B4

181

199549500

550

19

35 234

12.53%

14.74%

0.93%

1.22%

1.65%

1,97%

2.38%

3.22%

eu

599

549 33 267

650 699 31 298

749 30 327

16.80%

18.73%

20.59%

4.08%

4.95%

5.85%700

750 361 22.73% 6.95%

800

799

849

34

54 415 26.10% 8.81%

850 899 34 449

474

28.24%

29.82%

10.05%

900 949 25 11.03%

950 is 520 12.92%

400 919

32.71%

57.85%

7886%

33.86%

58.31 %334

177 90.01% 74.81%

63 94.01% 8220%

42 96.63%

22 98.00%

8

87.85%

91 .27 %

92.61 %

7

2

2

93.92%

94.41%

94.99%

2

4

95.82%

96.98%

2

98.48%

98.90%

99.04%

99.17%

99.31 %

99,59%

99.72%

99.79%1

97.67%

98.06%

1 99.86% 98.56%

1 ,too

1,500

2.000

2,500

3,000

3.500

4,000

4,500

5,000

6,000

6.500

7,000

7 ,sao

8,000

12.500

14,000

999

1.499

1 .999

2.499

2.999

3.499

3.999

4.499

4.999

5,499

6.499

5.999

7,499

7.999

8.499

12,999

14.499 1 99.93% 99.32%

_> 14,500 1

1.164

1 ,932

5,565

4.317

4,898

5,11 s

7.130

10,835

8,155

10.106

20,982

z1 ,293

21 ,672

22.373

27,421

45.103

30,950

24,351

46,931

520,999

608,075

410_468

183,861

140,540

84.998

33.399

32,479

12,221

14.348

15,659

33,479

17.728

9,658

14.808

16_464

18,924

1.253

1 .431

1 .494

1 .536

1 .558

1 ,585

1,572

1 .574

1 .578

1,578

1 .583

1,5a5

1 .585

1 ,587

1 .sos

1.589 100.00%

1,359

3,290

8.855

13.172

18,070

23,186

30,317

40,951

49,106

59,212

80,194

101,487

123,159

145,532

172,953

219,056

250,006

274,357

321 ,288

B42,2B7

1,450,352

1,860,830

2,044,591

2,185,231

2,270,229

z,3oa,e28

2,336,107

2,348,329

2,352,677

2,378,336

2,411 .815

2,429,544

2,439,201

2,454,010

2,470,473

2,487,397 100.00%

Average Number of Bills 43

Average kph Usage

Average kph usage per number ref Bills

67.227

1 ,565



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 67 of 96

Cost of Service

Usage Range _ kwhs
Cumulative Bills Cumulative kwhs

Number of Bills kW h Bills Percent of Total kph s Percent of Total
Lower Upper

Residential Time of Use R201B - Remaining Summer (May, Sept, Oct)

0 49 13 207
13 0.82% 207 0.01 %

16 930 29 1 .B5% 1.136 0,07%
50 99

28 58 3.62% 0.27%
100 149

24 81 5,13°/>

4.171

7.556 0.48%
150 199

25 1 OF 8.70% 0.78%
200 249

25 131 8.27% 1.15%
250 299

35 168 10.48% 1.75%
300 349

43 210 13.t9% 2.61%
350 399

48 257 16.20% 3.70%
400 449

43

3.035

3.385

4.saa

5,783

9.537

13.541

17.102

17.371 301 1B,93% 4.80%
450 499

52 353 22.21%

12,245

183028

27,566

41 ,106

58,208

75,579

98,722 6.27%
500 549

45 398 2502% 7.65%
550 599

55 453 2B.50% 9.51 %
600 649

49 502 3158% 1128%
650 699

55 557 35.06% 1343%
700 749

56 614 38.62%

120,374

149,678

177,507

211 ,see

248,385 15.78%
750 799

59 672 42.31% 2B9,3B5 18,39%
800 849

40

23,143

21 ,652

29,304

27,828

33,831

37,047

41 ,001

29,626 713 44,84% 20.27%
850 899

42 33,031 755 47.51%

319,012

352,043 22.37%
900 949

46 B01 50.38% 3B9,555 24.75%
950 999

403

37,524

424,094 1 ,204 75.73% 51 .70%
1 ,000 1 ,499

198 288,524 8B.17%

813,550

1,102,284 70.04%

10B

1,401

1,509 94.94% 1 ,303,B25 82.84%

29

201,541

67,131 96.79% 87.11%

20 53,600 9BO2% 90.51%

8 23,899

1,538

1 ,558

1,565 9B.50% 92.03%

3 9B_70% 92.79%

4

11,973

17,212 98.97% 93,89%

7 99.38% 95.59%

1 ,999

2,499

2,999

3,499

3.999

4,499

4,999

5,499

5,999 3 9959% 96.72%

1
99.86% 97.08%

2

28,456

16,114

5.737

13,393 99.79% 97.93%

1 9.371 99.86% 98.53%

1 ,500

2,000

2,500

a,o00

3,500

4,000

4,500

5,000

5,500

0.000

7,000

10,000

10,500

6.499

7,499

10,499

10,999 1 10,036 99.93% 99.17%

1 13,135

1 ,559

1 ,573

1 ,sea

1 ,583

1,584

1 ,ABe

1,587

1,5a8

1 ,see 10000%

1 ,370,957

1 ,424,557

1 ,44B,456

1 ,460,428

1 ,477,e40

1 ,506_09s

1 ,522,210

1 ,527,947

1 .541 .340

1 _550_711

1 ,560,747

1 ,573_8B2 100.00%
>_ 11,000

Average Number of Bills 45

Average kph Usage 44.968

Average kph usage per Nun be mf Bills 990



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H~5
Page 68 of 96

Cost of Service

Usage Range - kwhs Cumulative Bills Cumulative kWhs

Lower Upper Number of Bills kwhs Bills Percent of Total kwhs Percent of To&al

Residential Time of Use R201B . Winter (Nov - Apr)

0 49 11 343 11 D.34% 343 0.01 %

50 99 21 32 1.01% 1.865 0.05% 1

100 149 46

1,522

5.538 78 2.48% 0.21%

150 199 to 1 OB 3.41%

7,401

12,339 0.35%

zc>o 249 36 144 454% 0.57%

250 299 51 195 6.15% 0.95%

300 349 et 259 8.18% 1.53%

350 399 88 327 10.32% 2.23%

400 449 76 403 12.72% 312%

450 499 99 502 15.83% 4.42%

500 549 139 641 20.22% 6.43%

550 599 119 760 23.97% 8.33%

600 849 130 889 28.06% 1057%

650 B99 184 33.23% 13,64%

too 749 140 37.66%

20,093

33,597

53,886

78,633

110,919

155,813

226,896

293,898

37Z,B49

481 ,144

580,772 16.47%

750 799 124 4156% 674,433 19.12%

800 B49 127

4.938

7,754

13,504

20,289

24,748

31 ,385

45,794

71 ,083

67,003

78,951

108,295

99,628

93,661

102,890 45.57% 22.04%

B50 899 122 49.44% 25.01%

900 949 133

104,942

120,590 53.64% 28.43%

950 999 109 57.09% 31 .39%

807 82.56% 58.77%1,000

1 ,500 310 92.35% 73,52%

125 96.32%

777,322

882,264

1 ,002,854

1,107,031

2,073,017

2,593,022

2,867,847 81.31%2,000

2,50o 50

104,177

965,985

520,005

274,825

132,780 97,90% 85.07%

12 37,485 98.28% 85.14%

1,499

1,999

2,499

2.999

3,499

3,999 LB 98.84% 88.02%

5 9B.99% B8.59%

8 99.25% 89.69%

7

6B_B25

19,948

3B,901

36,431 99.48% 90.73%

4,499

4,999

5,4ss

5,999 4 99.59% 9129%

4 99.70% 91.91%

2 99.78% 92.35%

6.499

6.999

7,999 2 99.85% 92.86%

3,000

3.500

4,000

4,500

5,000

5,500

6,000

6,500

7 ,500

8,000 8.499 z 99.93% 93.41%

z 8,500 2

20,065

21 ,845

15,383

17,981

19,293

232,576

1.054

1.194

1.218

1.445

1,567

1,7oo

1.81o

2.617

2.928

3.054

3.104

3.118

3.133

3.138

3.146

3.154

3.157

3.161

3.163

3.165

3.168

3.170 100.00%

3,000,627

a_os8,111

3,104,737

3,124,685

3,163,586

3,200,017

3,220,083

3,241 ,927

3,257,310

3,275,291

3,294,584

3,527,159 100.00%

Average Number of Bills 91

Average kph Usage 100,776

1.113Average kph usage per Numbs ref Bills



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H~5
Page SO of 96

Cost of Service

Usage Range . kWhs Cumu\ative Bills Cumulative kWhs

Lower Upper Number of Bills kwhs Bills Percent of Total kwhs Percent of Total

Residential Time of Use R201C . Mid-Summer (Jun - Aug)

O 49 5 153 5 0.71% 153 0.02%

50 99 1 82 6 0.89% 235 0.03%

100 149 2 304 8 1 2 4 % 53B 0.07%

150 199 3 596 11 1 .77% 0.14%

200 249 3 782 15 2.30%

1,134

'1,915 024%

250 299 3 18 2.83% 0.37%

300 349 5 23 3.54% 0.55%

350 399 8 31 418% 0.93%

400 449 7 CB 5_84%

2.921

4.369

7.358

10,301 1.30%

450 499 ID 48 7.43% 193%

500 549 7 55 8.50% 2.38%

550 599 16 70 10.97% 3.56%

600 649 15 85 13.27% 4.75%

650 699 26 111 17.35%

15,21 B

18,826

28.134

37,523

55,554 7.03%

700 749 28 140 21.77% 9.68%

750 799 17 157 24.43%

76,470

89,830 11.37%

800 849 32 189 29.38% 14,78%

850 B99 30

1 , o04

1_44a

2 , 9 9 0

2 . 943

4 . 9 1 7

3 . 6 0 9

9 , 3 0 8

9 , 3 8 9

1B ,031

2 0 , 9 1 8

1 3 , 3 6 0

z s , 9 o 7

2 6 , 4 8 6 218 33.98%

116,737

143,223 18.13%

900 949 34 252 39.29% 22.20%

950 999 22

32,182

21 ,55B 274 42.86%

175,385

196.943 24.93%

231 505 78.58% 6154%

BE 591 92.04% 80.52%

25 616 95.93% B7,60%

7 623 96.99% 89.98%

B 631 98.23% 93.32%

1,ooo

1 ,sao

2,000

2,500

3,000

3,500 5 635 98.94% 95.47%

1 637 99.12% 96.13%

3 640 99.65%

486,083

536,779

691,959

710,737

737,118

754,063

759,307

775_B31 98.22%

4,000

4.500

5,5oo

1 ,499

1 ,999

2.499

2,999

3,499

3.999

4,499

4,999

5,999 1 641 99.82% 99,06%

>_ s,oo0 1

2a9, 141

150,696

55,180

18,779

26,381

16,945

5_z44

16,525

6.633

7,404 642 100.00%

782,465

789,889 100.00%

Average Number of Bills 21

Average kph Usage 26,329

1 ,zooAverage kph usage per Numbs ref Bills



Tucson Electric Power Company
Bill Count Test Year Ended December 31, zoos

Schedule H-5
Page 70 of 96

Cost of Service

Usage Range _ kWh Cumulative Bills

Lower Upper Number of Bills kWh Bills Percent of Total

Cumulative kWhs

Percent of TotalkWhs

5 D_81% 73 0.01 %

Residential Time of Use R201C _ Remain Summer (May, Sept, Oct)

0 49 5 73

25450 go 3 8 1.29% 327

1 of 149 6 818 15 2.26%

0.06%

0.20%

150 199 10 25 3.88% 0.51 %

200 249 18 43

299 12 55

6.62%

8.56%250

300 349 24 79

1.21%

1.84%

3.23% I
350 399 31 110 5.33% J

I
400 42 151

12.28%

17.12%

23.59%

27.46%450

449

499 176
r

500

25

34 211 32.80%

559 38 249

852%

10.68%

13.93%

17.88%

549

599

649 33 282

1

600

650 699 33 315

38.77%

43.94%

49. 11 %

21 .61 v..

25.65%

700 749 32 348 54.12%

750 799 24 371 57.84%

29.B6%

33.21%

800 B49 18 389 60.58%

850 899 31 420 55.43%

35.83%

40.78%

900 949 12 433 67.37%

950 999 18 450 70.11%

4286%

45.96%

133 583

616

90.79% 75.25%

33 95.96% 85.46%

11 528 9774% 90.02%

2 630 91 .OF%

6 ass | '

i2 638

98.06%

99.03%

992.5%

2 640

94.67%

96.11%

97.75%

1,000

1,500

2,000

2,500

3.000

3,500

4,000

5,500 1 B41

99.88%

9984°/>

1.499

1.999

2,499

2,999

3.499

3,999

4,499

5,999

z 5,000 1

1 .834

4,121

3,635

8,155

12,287

18.685

12,608

19,016

23,149

21 ,822

23,835

24,663

19.558

15,381

28.917

12,199

18,144

171,401

59,745

26,696

5,978

21 ,248

s_409

9.569

6,298

6.895 642 100.00%

1 ,145

2,979

7,100

10,736

18,890

31 ,177

49,852

62,470

81 ,485

104,535

126,457

150,092

174,754

194,312

209,693

238,610

250,809

268,953

440,354

500,099

526,795

532,772

554,021

562,429

571 ,998

578,297

585,192

98,B2%

100.00%

Average Number of Bills 22

f

Average kph Usage

Average kph usage per Numbs mf Bills

20,179

911



Tucson Electric Power Company
Bill count Test Year Ended December 31, 2006

Sdwedule H-5
Page 71 of 96

Cost of Service

Usage Range _ kwhs Cumulative Bil\s Cumulative kWh

Lower Upper Number of Bills kwhs Bills Percent of Total kwhs Percent of Total

Residential Time of Use R201C . W inter (Nov . Apr)

o 49 35 35 349 0.03%

50 99 25 60

2.79%

4 7 3 % 0.18%

too 149 18 78 0.38%

150 199 27 105

6_17%

B.28% 0.79%

too 249 36 141

2ND 299 25 166

1.52%

2.11%

3.10%300 349 34

67

200

268350 399 5.33%

400 449 i s 7,18%

9.84%499 63

317

380

454

11.16%

13.10%

15.81%

21 .13%

25,0Z%

30.01%

35.84%549 74 13.28%

599 72 526 41.51% 15.94%

450

50o

550

600 549 89 815 48.52%

53.75%

21.86%

650 699 GO 681

744

25.83%

700 749 BE 58,75%

62_38%

29.89%

750 799 46 790 33.06%

B00 B49 57 B47 66.86% 37.22%

B50 B99 40 B86 59.99%

900 949 42 928 73.29°/vi

40.30%

43.74%

950 999 40 968 7S_42% 47.1B%

206

51

69.07%

76.85%
J

18

92.65%

96.70%

9814% 8045°/,

4 98.48% 81 .46%

5 83.00%

1 ,too

z,ooo

2,oo0

z,5o0

s_oo0

3,500 4

989()%

99.24%

1 ,999

2,999

2,499

2,999

3,499

3,999

z4.5410 10

349

1,683

2_1 as

4,602

8,080

6,581

10,925

24,886

20,598

29,465

38,180

40,555

54,521

44,068

45,002

35,197

46,101

176

38,142

38,125

242,863

86,224

39,932

11 ,223

17,052

15,820

172,746

1 .173

1 .225

1 .243

1 .247

1 ,zs

1,257

1 .267 1000))%

2.032

4,188

8.789

16,869

23,450

34,375

59,061

79,859

109,123

147,304

187,859

242,380

286.448

331 ,450

366,547

412,748

446,923

485,066

523,191

765,054

852,278

892,211

903,433

920,485

936,305

1 ,109.051

84.42%

100.00%

Average Number of Bills

Average kph Usage

Average kph usage per Numbs ref Bills

47

41,078

876



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H~5
Page 72 of 96

Cost of Service

r

I
I Cumulative Bills Cumulative kwhs

kWhLower Number of Bills kwhs Bills Percent of Total Percent of Total

196,131

489,386

552,813

692,598

869,339

991 ,842

1,1 za_e4a

1,279,722

1,550,375

1 ,704_20s

Usage Range - kWhs

Upper

General Service - C10 - Summer (May - Oct)

0 49 16.157

50 go 6,514

100 149 5,498

150 199 3,936

200 249 3,811

250 299 3,556

300 349 3,407

350 399 3,347

400 449 3,579

450 499 3,50a

sao 549 3,564

550 599 3,558

500 649 3,417

650 699 3,072

700 749 2,839

750 799 2,534

B00 B49 2,452

850 B99 2,457

900 949 2,182

950 999 2,091

1,000 1,999 33,252

2,000 2,999 20,432

3,000 3,999 12,465

4,000 4,999 B,O44

5,000 9,999 18,713

10,000 14,999 7,292

15,000 19,999 3,846

20,000 24,999 2,410

25,000 29,999 1 ,741

30,000 34,999 1,227

35,000 39,999 957

40,000 44,999 807

45,000 49,999 679

50,000 54,999 572

55,000 59,999 411

60,000 54,999 311

65,000 69,999 . so

70,000 74,999 1B2

75,000 99,999 541

100,000 199,999 459

200,000 299,999 62

300,000 399,999 39

400,000 499,999 16

500.000 599999

2600.000

1 ,914,722

2,092,192

2_1B4,934

2,122,578

2,107,745

2,013,673

2,072,738

2,205,620

2,070,328

2,090,683

49,807,952

51 ,659,939

44,394,677

36,916,725

135,156,760

91 ,784,741

68,152,577

55,510,470

48,952,694

40,827,929

36,B60,450

35,284,178

33,130,541

30,871 ,121

24,302,260

20,037,799

18,018,020

13,567,770

47,301 ,256

G2,473,637

15,060,753

13,917,351

7,529,294

4.696.805

6.787.657

16,157

22,670

2B,188

32,104

35,915

39,472

42,879

46,226

49,805

53,312

56,877

60,435

63,852

86,924

69,763

72,297

74,749

77,208

79,388

81 ,480

114,732

135,164

147,629

155,673

174,386

1a1 ,677

185,524

187,933

189,675

190,901

191 ,858

192,665

193845

193.917

194.328

194,640

194,899

195,081

195,622

196,081

196.143

196,182

195,198

196207

196.214

8.23%

1 1 5 5 %

14.36%

15.36%

18.30%

20.12%

21 .85%

23.55%

25.38%

27.17%

28.99%

30.80%

32.54%

34.11 %

35.55%

36.85%

38.10%

39.35%

40.46%

41 .53%

58.47%

68.89%

75.24%

79.34%

88.88%

92.59%

94.56%

95.78%

96.67%

97.30%

977B%

98.20%

98.54%

98.B3%

99.04%

99.20%

99.33%

99.43%

99.70%

99.94%

99.97%

99.99%

10D_00%

100.00%

100.00%

196,131

865,517

1,328,330

2,020,928

2,890,267

3,882.109

5,008,757

6,288,479

7,B38,B54

9,543,060

11 ,457,782

13,549,974

15,734,908

17,857,484

19,965,229

21 ,978,903

24,051 ,640

26,257,260

28,327,588

30,41 B,271

80,226,223

131 ,886,162

175,280,839

213,197.564

348.354.325

440,139,066

508,301 ,743

563,812,213

612,764,908

653,592,837

690,453,288

725,737,465

758,868,007

789,739,727

e14,041 .987

834,079,786

B52,097,806

865,655,575

912,966,832

975,440,469

990,501 ,222

1,004,418,574

1,011 ,947_858

1016.644.673

1 .023.432.330

0.02%

0.07%

0.13%

0.20%

0.28%

O.3B°/a

0.49%

0.51 %

0.77%

0.93%

T .12%

1 3 2 %

1 .54%

1 _74%

1 .95%

2_ 15%

2.35%

2.57%

2.77%

2.97%

7.84%

12.89%

17.22%

20.83%

34.04%

43.01 v..

49,67%

55.09%

59.87%

6386%

67.46%

70.91%

74.15%

77.17%

79.54%

al .50%

83.26%

84.58%

89.21 %

95.31 %

96.78%

98.14%

98BB%

99.34%

100.00%



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 73 of 96

Cost of Service

Usage Range kwhs Cumulative Bills Cumulative kwhs

Lower Upper Number of BiI\s kwh$ Bills Percent of Total kwhs Percent of Total

Average Number of Bills

Average kph Usage

4.350

22,742,941

5.216Average kph usage per Numbs ref Bills



1

Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 74 of 96

Cost of Service

Usage Range - kWhs Cumulative Bills Cumulative kwhs

Lower kW h Bills Percent of Total kW h Percent of Total

0 49

50

100

150

99

149

199

249

299

349

399

449

499

549

599

649

699

749

799

849

899

8.83%

12.28%

15.32%

17.B4%

20.30%

22.62%

24.93%

27.20%

29.61 %

3196%

34.24%

35.49%

3B.64%

40.56%

42.40%

44.01 %

45.86%

0.03%

0.10%

0.19%

0.31 %

0,45%

o.62%

0.82%

1 .05%

1 .32%

1 .62%

1 9 4 %

2.28%

2.64%

2 9 8 %

3.34%

3 5 7 %

4 9 4 %

949

999

Upper Number of Bills

General Service - C10 - W inter (Nov . Apr

16,942

7.184

5.962

4,951

4.838

4,54s

4.540

4.465

4,719

4.630

4,482

4.410

4.219

3.770

3.614

3.162

3,237

2.898

2,788

2,646

34.171

17,287

9,717

8.806

14,889

5,452

2,680

1.898

1,z8s

1.024

788

574

370

279

204

178

124

200

250

300

350

400

450

500

550

600

650

700

750

a00

850

900

950

1 ,000

2,000

3,000

4,000

5,000

10,000

15,000

20,000

25,000

30,000

35,000

40,000

45,000

50,000

55,000

60.000

65.000

1 ,999

z,999

3,999

4,999

9,999

14,999

19,999

24,999

29,999

34,999

39,999

44,999

49,999

54,999

59,999

64.999

197,615

509,206

717_438

854,377

1 ,oa4,454

1,246,468

1 ,472,898

1 ,674,571

2,008, 148

2,206,648

2,360,951

2.545.021

2,650,341

2,557,087

2,635,000

2,466,229

2,685,672

2,553,495

2,579,336

2,596,269

49,289,630

42,682,905

33,976,345

30,691 ,790

105,416,700

66,845,505

46,767,663

42,758,505

35,536,885

33,625,693

29,744,801

24,557,371

17,738,532

14,752,520

11,786,529

11 . 190.565

8.446.087

6.153.507

6.01 B.260

47.13%

48.54%

49.89%

67,29%

76.09%

BI .04%

84.50%

92.09%

94.85%

96.23%

97.19%

97.85%

98.37%

98.77%

99.05%

99,25%

99.39%

99.50%

99.59%

99.65%

99.699

99.739

99.7593.082.466

3.998_487

3.923.200

3.342.748

a5.s7e.111

16.942

24,126

30,088

35,039

39,874

44,419

48,958

53,423

5B,142

62,772

67,254

71 ,664

75,B83

79,653

83,267

BS,429

89,666

92,564

95,333

97,979

132,150

149,437

159,155

165,961

180,850

186,302

188.982

190,878

192,163

193,187

193,975

194,549

194,919

195,197

195,401

195.579

195.703

195,788

195.B65

195.902

195.947

195.989

196.023

99.779

99.799

256

4.38%

4.73%

5.08%

11 .74%

17.51 %

22.10%

26.25%

40.49%

49.53%

55.85%

61.62%

56.43%

70.97%

74.99%

78.31%

80.71 %

82.70%

84.29%

85.80%

86.95%

87.78%

88.59%

B9.01 %

89.55%

90.089

90.539

95.35%

97.31%

70.000

75.000

a0.000

85.000

90.000

95.000

100.000

200.000

300.000

69.999

74.999

79.999

84 999

89.999

94.999

99.999

199.999

299.999

399.999

14.499.896

6.530.780

196.289

196.349

196.367

99.81%

99.95%

99,9B%

99.99%

197,615

706,821

1 ,424,259

2,278,635

3,363,089

4,609,557

8,082,455

7,757,026

9,765,175

1 1 ,971 _adz

14,332,773

16,877,794

19.52a_1 as

22,0B5,223

24,720,222

27,186,452

29,B'/2_123

32,425,B18

35,004,954

37,601 ,223

865890,853

129,573,758

163,550,103

194,241 ,893

299,658,593

385,504,099

413.271 ,762

456,030,256

491 ,5e7,152

525,192,845

554,937,645

579,495,016

5977233,549

611 ,98G,169

523,772,697

634883263

843.409.2349

649.562.856

655.581 .118

B58.683.582

652562069

666.585289

669.928.017

705,606.127

720. 106.023

726.636_804 9B_19%



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H~5
Page 75 of 96

Cost of Service

Usage Range - kwhs Cumulative Bills Cumulative kWh

Lower Number of Bills kwhs Bi\ls Percent of Total kwhs Percent of Total

14 99.99%

100.00%

100.00%

99.07%

99.37%

100.00%

Upper

400,000 499,999

500,000 599,999

>_soo,o0o

4

6

6,505.043

2,196,420

4,671,377

198882

196,386

196,392

733,141 ,847

735,338,267

740,009,644

Average Number of Bills

Average kph Usage

4_oo8

15,102,238

3.768Average kph usage per Numbs ref Bills



1

Tucson Electric Power Company
Bit! Count Test Year Ended December 31. 2006

Schedule H~5
Page 76 of 96

Cost of Service

Usage Range _ kwhs Cumulative Bills Cumulative kwhs

Lower Number of Bills KWhs Bills Percent of Toto kWh Percent of Total

52499

999

52

KG 98

49

71

85

92

82

73

63

62

57

55

55

43

57

147

218

303

395

477

550

613

675

732

787

842

BBL

942

97B

2.43%

2.15%

2.29%

3.31%

3.97%

4.30%

3.83%

3.41 %

2.94%

239%

2.66%

2.57%

2.57%

2.01 °/>

2.86%

1.68%

0.03"/u,

0.14%

0.33%

0.71%

1.31 %

2.10%

2.93%

3.78%

4.51%

5.54%

6.47%

7.45%

8.53%

9.42%

10.71%

11.58%

13.00%

36

55

43

55

2.57%

30

14.1B%

15.77%

15.69%

81

73

73

71

69

52

42

41

48

2.01 %

2.57%

1.40%

3.78%

3.41%

3.41%

3.31%

3.22%

2.43%

1.95%

1.91%

2.24%

1.88%

1.73%

36

37

39

0

500

1 ,too

1,500

2,000

2.500

3,000

3.500

4,000

4,500

5,000

5,500

6,000

5,500

7,000

7,500

8,000

8,500

9,000

9.500

10,000

11,000

12.000

13.000

14.000

15,000

1s,000

17,000

1B,000

19,000

20,000

21 ,000

22,000

23,000

24,000

25,000

30.000

40,000

80,000

1 .499

1.999

2,499

2.999

3,499

a.999

4.499

4,999

5,499

5,999

9.499

6.999

7,499

7,999

8,499

9.999

9.499

9.999

10.999

11 ,999

12.999

13.999

14.999

15,999

16,999

17,999

18,999

19.999

20.999

21 ,999

22,999

23,999

24.999

29,999

39,999

79,999

159,999

30

19

t o

85

77

1 .82%

1 .to%

0.89%

0.93%

3.97%

3.59%

2.33%

1 .os

0.75%

19.36%

ZN .97%

24.82%

27.81 %

30.92%

33.44%

35.58%

37.80%

40.59%

42.77%

45.14%

47.75%

49.87%

5125%

52.77%

59.99%

68.19%

76.32%

84.38%

100.00%

Upper

General Service Mobile Home Parks - C11 - Summer (May - Oct)

9,343

36,667

63,248

129_108

200,130

265,644

279,064

284,B83

279,014

310,896

312,012

328,444

3601418

300,854

432,199

291 ,608

474,722

397,639

530,588

305,903

894,470

876,277

955,400

1 ,001 ,894

1 ,043.Z13

844,508

717,625

746,345

934,769

731 ,990

793,126

874.883

710,264

462,047

510,682

2,422,345

2,747,749

2,725,527

2,703_41 e

5,237,2812160,000

50

22

16

1 ,ass

1 ,ova

1 _131

1 ,161

1 ,242

1 ,31 s

1,388

1 ,459

1.528

1 ,580

1,622

1 ,ass

1 ,711

1,747

1_7a4

1 ,823

1.853

1,572

1 _see

1 ,977

2,054

2,104

2,1 be

2,142

9,343

46,010

109,258

238,366

438,496

704,140

983,204

1 _2S8,087

1.547,101

1 ,857,997

2,170,009

2,498,453

2,858,871

3_159,725

3,591 ,924

3,883,532

4,358,254

4,755,893

5,2B6,4B1

5,595,384

S,4B9,854

7,366,131

8,321 ,531

9,323,425

10,366,638

11 ,z11 ,14s

11 ,928,771

12,675.116

13,609,885

14,341 ,875

15,135,001

16,009,884

16,720,148

17,182,195

17,692,877

20,115.222

22,862,971

25,588,498

28,291 ,914

33,529,195

Average Number of Bills 54

Average kph Usage 838,230

15,653Average kph usage per Numbs mf Bins



I

Tucson Electric Power Company
Be Count Test Year Ended December 31, zoos

Schedule H-5
Page 77 of 96

Cost of Service

Usage Range kW hs Cumulative Bills Cumulative kwhs

Lower Number of Bills kWhs Bills Pement of Total kWh Percent of Tokay

O 499

999too

69

71

73

BE

87

82

87

75

BE

66

70

71

63

58

57

3.22%

6.54%

9.94%

14.10%

18.16%

21 .99%

26.05%

29.55%

33.47%

36.55%

39.82%

43.14%

46.08%

48.79%

51 .45%

55.14%

58.08%

0.05%

0.25%

0.59%

1 .15%

1 .BE%

2.67%

3.70%

4.72%

6.02%

7.15%

B.49%

9.97%

11 .39%

12.80%

14.28%

16.48%

18.36%

79

53

63

GO

69

115

20.35%

22.46%

24.90%

29.31 %

32.56%

38.39%

38.70%

413 9 %

43.85%

45.75%

47.07%

1 .too

1 ,500

2.000

2.500

s.oo0

3.500

4.000

4,500

5.000

5.500

5.000

6.500

7.000

7.500

8.000

8,500

9.000

9.500

10.000

11.000

12,000

13.000

14.000

15.000

16,000

17.000

18,000

19.000

20.000

21 .too

22.000

23.000

24.000

25,000

30.000

40.000

80.000

1 ,499

1 ,999

2.499

2,999

3,499

3,999

4,499

4,999

5,499

5,999

6,499

65999

7,499

7,999

8,499

B,999

9,499

9,999

10,999

11 ,999

12,999

13,999

14,999

15,999

15,999

17,999

18,999

19,999

20,999

21 ,999

22,999

23,999

24,999

29,999

39,999

79,999

159.999

81

BE

47

51

44

31

21

23

14

13

15

13

12

16

31

25

61 .02%

63.96%

67.16%

72.55%

76.33%

80.21%

82.40%

84.78%

86.83%

88.28%

89.26%

90.34%

90.99%

91 .60%

92.30%

92.90%

9346%

94.21%

95.66%

98.83%

98.32%

99.25%

100.00%

Upper

General Service Mobile Home Parks - C11 - W inter (Nov - Apr)

13,879

52,338

91 ,050

151 ,951

188,627

217,148

277,386

273,527

347,013

304,358

358,682

396,144

381 ,238

376,919

396,521

590,705

503,250

533,064

564,944

654,790

1 ,1 B2,426

897,753

1 ,000,777

519,346

719,430

663,784

504,472

354,497

412,050

258,050

247,919

305,998

275,900

2B2,377

373,813

832,415

a14,934

1 ,625,983

2,109,195

6,868,651_>1eo,ooo

32

20

16

69

140

213

302

389

471

55B

533

717

783

B53

924

987

1 .045

1.1 oz

1 _181

1 ,244

1 .307

1,370

1,439

1_ss4

1 .G35

1 .71 B

1,7ss

1 .816

1 ,sea

1.891

1.912

1.935

1,949

1.962

1 ,977

1 ,990

2,002

2.018

2,049

2,074

2,108

2.1 be

2.142

13,879

66,217

157,267

309,218

497,845

714,993

992,379

1,255,906

1 .612,919

1 ,917,277

2,275,959

2,572,103

3,053,341

3,430,260

3,826,781

4,417,486

4,920,738

5,453,800

6,018,744

6,673.534

7,855,960

8,753,713

9,754,490

10,373,836

11 ,093,266

11 ,757,050

12,251 ,522

12,616,019

13,028,069

13,285,129

13,534,048

13,840,046

14,115,946

14,378,323

14,752,135

15,584,551

16,399,485

18,025,468

20,134,653

26,803,344

4B.51 %

49.57%

50.49%

5154%

52.56%

53.64%

55.04%

58.14%

981 .LB%

6 7 . 2 5 %

7 5 . 1 2 %

1 0 0 . 6 0 %

Average Number of BiNs 54

Average kph Usage 670,084

12,513Average kph usageper Numbs ref Bills



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 78 of 96

Cost of Service

Usage Range . kWh Cumulative Bills Cumulative kwhs

Lower Numberof Bills Kwhs Bills Percentof Total kWhs Percent of Total

20 20 8.10% 88.75 0.07%

Upper

Interruptible Agricultural Pumping - C31 - Summer (May . Oct)

0 1_egg 8,375

35,9562,ooo 13 33 13.36% 44.331 0.39%

4,000 12 45 18.22% 0.91%

6,000 10 55 22.27% 1.51%

19 74 29.96% 3.05%

15 89 36.03% 4.B2%

21 110 44.53% 9.51 %

26 135 55.06% 17.56%

17 153 el .94% 24.06%

20 173 70.04% 33.58%

e 179 72.47% 38.88%

g 188 76.11% 42.81 %

9 197 79.76% 49.51%

0,000

10.000

20,000

30,000

40,000

50,000

60,000

70,000

80,000

90.000 13 210 85.02% 60_07%

3,999

5.999

7,999

9,999

19,999

29,999

39,999

49,999

59,999

69,999

79,999

B9,999

99,999

109,999 8 218 8B26°/, B733%

10

59,823

68,393

177,195

202,255

537,424

922,B29

745,028

1 ,090,87B

378.021

679,040

767,890

1 _209,1 as

832,432

1 ,1 z1 ,son 228 92.31%

104,154

172,547

349,742

551 ,997

1,0B9,421

2,012,250

2,757,278

3.848,156

4,226,177

4,905.217

5,673,107

8,882,292

7,714,724

8,836,031 77.12%

5 233 94.33% 9,455,452 82_52%

100,000

110,000

t2o,ooo

130,000

119,999

129,999

139,999 7 240 97174» 10,391 .700 90.69%

140,000 149,999 5 245 99.t9% 11,118,978 97.04%

r
860,000 2

619,431

936,238

727,278

338,995 247 100.00% 11.457,973 100,00%

Average Number of Bills 12

Averagekph Usage 572,899

Average kph usage per Numbs ref Bills 45,389

\

E

J

r

E

I



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 79 of 96

Cost of Service

Usage Range kwhs Cumulative Bills Cumulative kWh

Lower Number of Bills kwhs Bills Percent of Total kWhs Percent of Toma\

86 86 34.13% 8,302 0.18%

Upper

Interruptible Agricultural Pumping . C31 - W inter (Nov - Apr)

o 1,999 8,302

3,9992000 28 114 4524% 97,373 2.05%

24 13B 54.76% 228,415 4.78%5,999

7.999 5 143 56.75% 265,492 5.60%

12 155 81.51% 8.08%

32 187 74.21 % 18.38%

9,999

19.999

29,999 11 198 78.57% 24,67%

16

8 9 . 0 7 1

1 2 9 , 0 4 2

3 9 , 0 7 7

1 1 7 , 5 0 9

4 8 7 . 8 7 3

2 9 8 , 2 8 6

6 0 6 , 7 8 5 214 84.92% 37.48%

5 219 B6.90% 42.50%

13 232 9206% 57.58%

5

242,814

709,804

357820 237 94.05%

4 , 0 0 0

6 . 0 0 0

8 . 0 0 0

1 0 , 0 0 0

2 0 , 0 0 0

3 0 , 0 0 0

40_000

5 0 , 0 0 0

6 0 , 0 0 0

7 0 , 0 0 0 3 240 9524%

65.12%

70.29%

3 243 96.43% 76.33%

2

245,297

286,023

230,858 245 97.22%

3 8 3 , 0 0 1

8 7 0 , 8 7 4

1,169,160

1,775,945

2,018,759

2,728,563

3,0B5,BB3

3,331 .180

3.611 .203

3,848,061 BI .2D%

3 9 , 9 9 9

4 9 , 9 9 9

59 , 999

8 9 , 9 9 9

79 , 999

8 9 , 9 9 9

1 0 9 , 9 9 9

1 1 9 , 9 9 9 5 250 99.21% 94.29%

so,ooo

100,000

11G.000

120,000 129,999 2

620,177

270_681 252 100.00%

4,46B,23B

4,738,919 1DDOD%

Z150,000 252 100.00% 4,738,919 100.00%

Average Number of Bills 15

Average kph Usage 27B,760

1B,B05Average kph usage per Numbs ro! Bills

i



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
page 80 of 96

Cost of Service

Usage Range . kwhs Cumulative Bills Cumulative kwhs

Lower Number of Bills kwhs Bills Percent of Total kWh Percent of Total

0 99 33,854 33,884 15.57% 0.05%

we 199 11,390 45,274 2214%

39,824

89_917 0.12%

Upper

General Service Time of Use - C76 - Summer (May - Oct)

39,824

50.094

53,422200 299 52,95t 25.90"/> 019%

300 399 59,913 29.30% 0.28%

400 499 64.598 31 .65% 036%

500 999 3404% 0.49%

3B.39% 1 ,04%

7_e77

6.962

4,784

4,892

a,891

12_925 44.71% 2.28%

1 ,999

2,999

3.999

69,589

7B,4B0

91 ,405

99,867 48.85% 342%

106,258 51 .97°/> 4.54%

131 ,895 84.51% 11.59%

4,999

9.999

14,999

a.462

6,391

25,636

10,105 141 .999 69.46% 16.41 %

19,999 150,854 73.79% 22.45%

79.50% 32.87%

86.47%

143,340

214,240

275,229

373,490

788,102

1,723,446

2,586,321

3,431 ,128

B,7BB_031

12,411 .119

16,983,353

24,715,747

38,114,901 4 7 ] 4 %

1,000

2,000

3.000

4,000

5,000

10,000

15,000

20,000

25,000

30,000

24,999

29,999

34,999

8.855

11,676

14,246

8.748

70.901

60,989

98.261

414.612

935344

862,874

844,806

5,336,905

3,643,088

4,572,234

7,732,394

11399. 154

8_240,488

182,530

175,776

1 B5_524 90.74% 5B63%

35,000 39,999 3.356 92.39% 63.50%

40,000 44,999 93.96% 6B_75%

45,000

3.213

3,428 95.63%

44,355,389

48,037,627

52,014,207

'5B,7/7,734 75,01%

50,000 2,249

3,682,239

3,975,580

4,733,527

3,434,332 95.73% 79.55%

49,999

54,999

59,999 1.714 2,864,640 97.57% B3.34%55.000

so,oo0 79,999 3,428 99.25%

50,182,055

63,045,706

B9,7/5,374 92.22%

99,999 643

6_719_668

1,633,835 9955% 94.3B%

286 920,076 99.70% 95.60%

321 o9B6% 97.24%

80,000

100,000

120,000

140,000

119,999

139,999

159,999 107 9991 % 97.87%

2160.000 179

1 ,241 ,894

479,605

1 ,607,941

18B,B80

192,093

195,521

197,771

199,484

202,912

203,555

203,840

204,162

204,269

204,447 100.00%

71 ,400,2D9

72,320,285

73,562,179

74,041 ,7B4

75,649,725 100.00%

Average Number of Bills

Average kph Usage

7,572

2,501 ,842

370Average kph usage per Numbs ref Bills



4

Tucson Electric Power Company
Bi!! Count Test Year Ended December 31, 2006

Schedule H-5
Page 31 of 96

Cost of Service

Usage Range .. kwhs Cumulative Bills Cumulative kwhs

Lower Number of Bills kwhs Bills Percent of Total kWh Percent of TotalUpper

General Service Time of Use - C76 - Winter (Nov .. Apr)

28,7060 99 14.52% 40,075 0.07%

100 199

40,075

41 ,008 19.56% 81 ,OBS 0.13%

200 299 60,355 23.75% 0.23%

300 399 25.78% 0.33%

400 499 2920% 0.43%

500 999 34.82% 0.78%

1,000 40.01 %

141,438

201 ,165

263,000

475,547

916,235 1 5 0 %

48.57% 3.03%

5t.65% 4.71%

55.75%

1.851 ,351

2,B'/6,674

3,939,172 6.45%

66,93% 13.82%

2,000

3,ooo

4,000

5,000

10,000

1.999

2.999

3.999

4.999

9.999

14.999 71.60% ' \930%

77.46% 2B94%19,999

24,999 84.65% 44.23%

15,000

2o,ooo

25,900 29,999

10,321

8,569

s,2oa

4,951

11,502

10,625

13.406

10,397

8,417

22,851

9,559

11,997

14,701

11,844

29,706

40,027

48,596

54,804

59,755

71 ,257

B1 ,B82

95,288

105,686

114.1 O2

136,953

145,512

158,509

173.210

1B5,054 90.43% 59.07%

191,491 93.58%

8,438,185

11,787,843

17,576,239

27,017,197

36,079,288

41 .917.457 68.53%30,000

35,000

34,999

39,999 95.66% 76.00%

44,999

195,756

198,384 96.95% 81.11%40,000

4s,000 49,999

59,727

SI ,835

212,547

440,688

935,116

1,025,323

1,062,498

4,499,013

3,349,658

5,888,396

9,340,958

9,062,091

51838,170

4,500,363

3.122.377

3,323,814 9B,18%

46,417,821

49,540,198

52,864,012 8655%

50,000

6.436

4.266

2,628

2,514

914 1,357,124

200,898

201,812 98.62% 54,221 ,136 88.77%

762 1 ,zz5,520 98.99% 90.78%

54,999

59,999

79,999

202,573

203,602 99.50% 93.97%

99,999

1.028

267 203,868 99.63% 9504%

119,999 267 99.76% 96.41%

139,999 152

204,135

204.287 9383% 97.33%

55,000

eo,oo0

80,000

100,000

120,000

140,000 159,999 190

1 ,947,3S0

G58,735

832,701

553,532

826,869 204.478 99.93% 98.88%

>_1 ea,ooo 152 804,163 204,630 100.00%

55,446,657

57,394,007

58,050,742

5B_B83,443

59,448,975

60,273,844

SI ,078,007 100.00%

Average Number of Bi\ls 7.579
r

Average kph Usage 2,262,148

298Average kph usage per Numbs ref Bills



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
page 82 of 96

Cos! of Service

Usage Range _ kwhs Cumulative Bills Cumulative kWh

Lower Number of Bills kwhs Bills Percent of Total kwhs Perren! of TotalUpper

Large General Service - 113 . Summer (May . Oct)

0 g 8.972 9 0.24% 8.972 0.00%

3 9,414 12 032% 18,386 0.00%2,000

4,000 5 24.984 17 0.46% 43,371 0.01 °/n

6.000 5 2t 0.80% 79,339 0.01%

8.000 2 ZN 0.65% 0.01%

10 33 0.92%

97,685

244,292 004%

25 5B 152% 0,13%

42 100 2.79%

891 .653

2,4-47,409 0.35%

126 226 6.31% 1 2 2 %

173 399 11.13% 2.64%

184 sea 18.24%

8,443,142

1B,3041164

30,644,744 4.42%

195 77B 216B% 45,878,212 6.62%

206 984 27.42% 924%

196 3289%

64,015,016

83,344,578 12.03%

344 42.47% 17.83%

10,000

20.000

30.000

40.000

50,000

00.000

70.000

80.000

90.000

100.000

120,000 255

35,968

18,346

146,607

647,362

1,555,756

5,995,733

9,861 ,021

12,340,580

15,233,468

18.136.804

19,329,562

38,828,978

35,590,058

1.18c

1,524

1.789 49BS"/»

122,173,556

157,763,614 22.76%

140,000 259 57.09% 28,59%

1 ,999

3,999

5,999

7,999

9,999

19,999

29,999

39,999

49,999

59,999

59,999

79,999

89,999

99,999

119,999

139,999

159,999

179,999 181

z,04s

2,229 52.13% 33.17%

199,999 205 2,433 B784%

198.721 ,984

229,865,595

270,095,583 38.97%

160,000

180,000

200,000 21? 7371 % 45S7%

225,000

224,999

249,999 181 78.75%

31 B,5Z5.259

360,842,423 52.06%

299,999 243

2,544

2,525

3,067 85.52% 61 .97%

228 91_88% `/310%399,999

499,999 124

3,296

3,420 95.34% 8206%

53 97.10% 87.12%

53 9B.59% 92.40%

22

40,358,369

31 ,743,e11

40,232,989

45,427,676

44,316,164

68,658_160

81 ,2%,732

57,955,140

35,072,909

asm3,01 u

18,578,377

3,483

3.537

3,559 99.21% 95.0B%

6 99.38% 9591"/n

r

250,000

300,000

400,000

500,000

600,000

750,000

900,000

1 ,050,000 lo

3,565

3,574 99.55% 97.58%

599,999

749,999

899,999

1,049,999

1 ,199.999

21 .200,000 13

5,720,855

11 _560,278

16,792,253 3,587 1 oo.oo%

429,500,583

510,791 ,315

558,746,455

603,819,354

640,432,375

659,010,751

864.731 _so e

876,291 ,894

693,084,147 100.00%

Average Number d Bills 120

Average kph Usage 23,102,805

193 2"1Average kph usage per number for Bills
j



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 83 of 95

Cost of Service

Usage Range - kWhs Cumulative Bills Cumulative kWhs

Lower Number of Bills kWhs Bills Percent of Total kW h Percent of TotalUpper

Large General Service _ 113 - Winter (Nov - Apr)

0 11 ,999 1 .590 1 0.03% 1 ,590 0.00%

2_ooo 7 8 0.23% 21,070 0.00%

4,000 1

19,480

5,764 9 0.26% 0.01 %

6,000 5 14 040%

26,835

61,183 0.01%

2 17 0.46% 0.02%

GB 1 .83%

78,039

802,957 0.16%

8,000

10,000

20,000

50

sis 122 3.37% 0.43%

167 289 B.0O% 155%

3.999

5,999

7,999

9,999

19,999

29,999

39,999

49,999 260 549 15.21% 3.77%

315 B65 23.93% 7.01%

259 31.10% 1o1a%

242

34,348

16,B56

724,918

1,399,038

5,728,900

11 ,313,863

16,576,005

16,225,788

17,423.519 37.79% 1359%

30,000

40,000

50,000

60,000

70,000

80,000 205 43.45% 168S%

59,999

69,999

79,999

89,999

99,999 181 4B 46% 200B%

266 55.B3%

2,201 .995

7,930,894

19,244,757

35,820,762

52,046,551

69,470,070

888163,733

102,859,326

130,438,639 2552%

90,000

100,000

120,000 213

16_693,683

16,495,593

27,779,314

26,698,235

1,124

1,355

1,570

1,751

2,017

2,230 61,72% 157,136,875 30.74%

140,000

119,999

139,999

159,999 224 2,454 57.92% 189,315,614 37.04%

160,000 179.999 206 z,seo 73.81% 22Z.879,323 43.60%

199.999 205 2,864 79,27% 250,220,134 50.91 %

224,999 165

32,178,739

33,553,709

37,340,861

33,614,047 83.55% 293,834,231 5749°/n

1 B0,000

200,000

225,000 249,999 112 25,307,296

3,029

3.141 B5.94% 62.44%

250,000 146 3,287 90.97%

319,141,527

357,1B4,514 69.88%

128 3,415 94.51 % 399,507,B11 78.16%

92 97.05% 439,611,513 85.01%

49 9B40% 464,969,754 90.97%

27

3,507

3,555

3,582 99.14% 9429"/:

12 99.49% 96.19%

8 99.71% 97.70%

300,090

400,000

500,000

800,000

750,000

900,000

1 ,D50,D00 7 99.91%

481 ,955,024

491 ,B83,836

499,395,089

507,170,848 9922%

299,999

399,999

499,999

599,999

749,999

B99,999

1 ,049,999

1,199,999

21 ,200.000 3

38,043,087

42,323,196

40,1037702

25,358,242

16,985,269

9.728,812

7.711 ,253

7,775,759

3,973.142

3.594

3,503

3,510

3,613 100.00% 511,143,990 100.00%

Average Number of Bills 120

Average kph Usage 17,038,133

Average kph usage per Numbs ref Bills 141,474



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page BE of 96

Cost of Service

Cumulative Bills Cumulative kWhs
Usage Range - kwhs

Number of Bills kWh Bills Percent of Tomi kwhs Percent of Total
Lower

3 0.93% 0.16%

Upper

Large General Service Time of Use . 185 - Summer (May . Oct)

30,000 115,9843

13 4.33% 088%
40,000

39,999

49,999 10 527,502

493,215 22 7.12% 1 5 5 %
50,000 9

31 10.22% 2.44%
59,999

69,999 9

41 13.31% 3.47%
50,000

70,000 g

53 17.34% 5.00%
12

57 18.5B% 5.52%
4

90 29.41% 11.72%

79,999

B9,999

99,999

149,999 33

143 46.75% 25,19%
53

214 69.97% 48,17%
71

25B 84.21% 65.13%
44

278 90.71% 74.35%
20

658,651

755,634

1,128,665

377,716

4,561 ,469

9,903,097

16,887,447

12,472,901

6,773,019

2,612,309 284 g28B% 77.90%
7

1,31B,754 287 93.81% 79.69%

80,000

90,000

100,000

150,000

200,000

250,000

300,000

350,000

400,000 3

289 94.43% 81 .of%
2 983,303

1 _042,525 291 95.05%

115,954

5431486

1 ,136,701

1 ,793,353

2,548,986

3,577,651

4,055,357

8,616,838

18,519,932

35,407,379

47,Bao,281

54,653,299

57,285,608

5B,584,363

59,567,665

60,610,190 82.45%
2

293 95.67% 84.03%
2 1 ,162,343

2,543,504 297 96.90% 87.49%

450,000

500,000

550 \ 000

500,000

199,999

249,999

299,999

349,999

399,999

449,999

499,999

549,999

599,999

649,999 4

299 97.83% 90.27%
699,999 3 2,G42,550

727,600 300 98.14% 91 .26%
650,000

700,000 749,999 1

306 100.00%

61 _772_534

64,316,038

66,358,588

67,0B6,1B7

73,512,162 10000%
ZN ,000,000 6 6,425,975

Average Number of Bills

Average kph Usage

15

Average kph usage per Nun be ref Bills

3,500,579

240,236



I

Tucson Electric Power Company
Bill Count Test Year Ended December 31_ 2006

Schedule H-5
Page 85 of 96

Cast of Service

Usage Range - kWhs Cumulative Bills Cumulative kwhs

Lower Number of Bills kW h Bills Percent of Total kWhs Percent of Total

39,999 12 12 3.97% 419,910 016%

Upper

Large General Service Time of Use _ 185 - Winter (Nov - Apr)

30,000 419.910

492,56740,000 11 23 7.82% 1.66%49,999

59,999 12 35 11.59% 2.81%

11 47 15.23% 4.10%89,999

79,999 9 56 18.21% 5.30%

5 61 19,87% 6.06%

3 64 20_B6% 6.56%

5 69 22.52% 7.52%

89,999

99,999

109,999

119,999 10 79 25.83% 9_58%

12 91 29.80% 1224%

11 10z 33.44% 14.85%

21 124 40.40% 20.27%

50,000

80,000

70,000

80,000

90,000

100,000

110,000

120,000

130,000

140,000

150.000 to 134 43.71% 23.04%

160,000 13 147 4B.01% 26.85%

15 162 52.98% 31 .53%

25

630,608

711 ,673

659,233

417,133

276,355

527,159

1,119,366

1 ,4-72,540

1 _436,203

2,978,969

1,524,393

2,097,810

2,568,869

4,489,845 187 61.26%

912,477

1,543,085

2,254,758

2,913,991

3,331 ,124

3,607,479

4,134,639

5,254,005

5,726,545

8,162,748

11 ,139,717

1 z,664,110

14_761 ,919

17,330,788

21 ,820,634 39.70%

21 209 68.21% 46.96%

129,999

139,999

149,999

159,999

189,399

179,999

189,999

199,999

249,999 54 262 85.76% 67,62%
f

I

170,000

180,000

190,000

200,000

250,ooo 18 281 91 .72% 76.29%

10 291 95.03% 8208%

299,999

349,999

399,999 4 295 96.35% 8479%

2 297 97.02%

25.811 ,910

37,169,031

41 ,934,567

45,118,444

46,609,371

47,556,105 86,51 %

3 200 98.01% 89.37%

1 301 9834% 91 .o2%

300,000

350,000

450,000

500,000

900,000

950,000

499,999

549,999

949,999

999,999 1 302 98.68% 92.77%

21 ,000.000 4

3,991 ,278

11 ,357,121

4,765,536

3.183.877

1 ,490,928

946,733

1,570,850

905,673

961 ,984

3,974,637 396 100.00%

49,126,954

50,032,627

50,994,611

54,969,248 100.00%

Average Number of Bills 12

Average kph Usage 2,114,202

179,538Average kph usage per Numbs mf Bills



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 86 of 96

Cost of Service

Cumulative Bills Cumulative kwhs
Usage Range - kWh

Number of Bills kwhs BoIs Percent of Total kwhs Percent of Total
Upper

Traffic Signals and Street Lighting . P41 - Summer (May - Oct)

Lower

22,783 509 11.8% 0.2%
49 509

24,972 B17 1B.9%

22,783

47,755 0.4%
SG 99 308

24.689 1.023 23.7% 0.7%
1 OF 149 207

30.5% 1.1%
150 199 291

34.1 v, 1 .4%
200 249 158

275 40.5°/> 2.4%
250 499

45.0% 3,4%
500 749 192

4885% 4.7%
750 999 155

60.4%

72,444

122,173

157,216

261,451

379,550

516,442

1277,455 11.6%
510

58.2% 19.1%
336

49,729

35.043

104,235

118,099

136.892

761 .013

825,824

826,264

1 .314

1 ,472

1.74a

1 .940

2.095

2,605

2.941

3.176 73.6% 26.6%
235

3,450 80.0% 37.8%
274

3.659 B4.B% 482%

1 ,too

2,000

3,000

4,000

5,000

1 ,999

2.999

3,999

4.999

5.999 210

3.821 88.6% 57.7%
6,000 6.999 161

3.992 92.5% 895%
172

4,131 951%

2_103,279

2,929,543

4,165.982

5,3D9, 139

c,352.497

7,851 ,436

8,834,269 BO2%
138

11236,439

1 ,143,157

1,043,358

1,298,938

1 ,182,834

4,196 97.3% B5.8%

7,000

8,000

9,000

7.999

8,999

9,999 Se 620,502

1 ,090,951 4,290 99.4% 95.8%
10,000 14,999 94

237,825 4,303 99.8//s

9,454,771

10,545,723

10,7B3,54B 973%
19.999 14

229,913 4,314 100.0% 11,013,461 100.0%
15.000

20,000 24,999 11

Average Number of Bills 216

Average kph Usage 550,673

2,553Average kph usage per Numbs ref Bills



Tucson Electric Power Company
Bill Count Test Year Ended December 31 , 2006

Schedule H-5
Page B7 of 96

Cost of Service

Usage Range kW hs Cumulative Bills Cumulative kWh

Upper

Traffic Signals and Street Lighting . P41 -Winter (Nov . Apr)

Lower Number of Bills kwhs Bil\s Percent of Total kwhs Percent of Total

49 1,151 7,091 26.7°/= 0.1 %

50 99 138

1,151

1,289 299% 0.1%

1 OF 149 97

10,983

11,831 32,1 % 0.2%

150 199 111

1,386

1 ,497 34.7% 0 4 %

200 249 89 3B.B% 0.5%

250 499 191 41.2% 1.0%

500 749 175 45.3% 1.9%

750 egg 123

19,098

20,02B

69,801

111.703

109,481 48.1% 2.7%

1 ,999 395 57.3% 7.1%

361

583,333

911 .023 55.7% 14.0%2,999

3,999 210 70.5% 19.5%

207 75.3% 25,7%

1 _too

2 , 0 0 0

3 , 000

4 , 000

5 , 0 0 0

4,999

5.999 201

1 ,586

1 ,777

1 ,952

2 , 0 7 5

2 , 4 7 0

2 , 831

3 , 041

3 , 2 4 7

3 . 449 80.0% 353%

160 83.7% 43.3%

151

3.608

3,760 87.2% 520%

s,ooo

7,ooo

8.000 139 3,a99 90.4% 61.1%

108 92.9% 68.9%

254

4,006

4.260 98.8%

7 . 091

1 8 , 0 7 4

2 9 , 9 0 5

4 9 , 0 0 3

69 , 031

1 3 8 , 8 3 2

2 5 0 , 5 3 6

3 6 0 , 0 1 7

9 4 3 , 3 5 0

1,854,373

2,594,488

3,543,730

4,683,645

5,732,969

6,887,800

8,093,329

9,128,502

12,147,258 91.7%

29 4.289 99.5% 95.5%

14 99.8% 978%

9 , 000

1 0 , 0 0 9

1 5 , 0 0 0

20 , 000

25 , 000

6 . 999

7 , 9 9 9

8 , 9 9 9

9 , 9 9 9

1 4 , 9 9 9

1 9 , 9 9 9

2 4 , 9 9 9

2 9 , 9 9 9 7 100.0% 99.4%

230000 2

7 4 0 , 1 1 5

9 4 9 , 2 4 1

1,139,915

1 ,049,324

1,154,831

1 ,205,529

1 ,035,173

3,018,756

5 0 2 , 7 8 5

314,81 a

2 0 8 , 2 1 5

7 9 , 6 0 6

4,303

4,310

4,312 100_O%

12,650,043

12,964,852

13,173,077

13,252,682 100.0%

Average Number of Bills 196

Average kph Usage 602,395

3,074Average kph usage per Numbs ref Bills

J



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page BB of 96

Cost of Service

Usage Range _ kwhs Cumulative Bills Cumulative kWh

Upper

Traffic Signals and Street Lighting - P47 . Summer (May - Oct)

Lower Number of Bills kwhs Bills Percent of Total kWh Percent of Total

99 101 2,516 101 3.2% O.1%

1o0 199 94 14,823 195 6.3%

2,516

17,339 0.4%

200 299 120 29,859 316 101% 47,198

300 399 go 415 13.3% 1 .9%

400 499 179 594 19.0% 3.8%

500 599 208 B02 25.7% 6.5%

600 699 233 33.1% 10.0%

700 799 202 39,6% 13.5%

B00 899 201

34,171

79.942

114,558

150.445

149,827

169.754

1.035

1.237

1.438 460%

81 ,369

161 .311

275,869

426,314

575,141

745,895 17.4%

900 999 149 5 0 3 % 20.7%

682 72G"/~» 40.5%

449 B7.D»y, 58.5%

167

139.924

843.811

773,089

360,633 923% 87.0%

1 ,too

1 ,sao

2_ooo

2,500 62 943% 71_0%

31

171.173

100,939 95.3% 73.3%

1 ,499

1 ,999

2,499

2,999

3.499

3,999 23 87,215

1 ,587

2,269

2.718

2.885

2.947

2.975

3,002 96.1%

BB5,820

1,729,630

2,502,719

2,B63,352

3,034,525

3,135,454

3,222,579 75.4%

4.999 18 81_685 3,0211 95.7% 77.3%

3.000

3.500

4,000

5,000 5.999 15 97.1%

3,304,364

3,383,990 794%

17 97.7% BI B%

14

3,035

3,051

3,085 98.1% 84.0%

6.000

7,000

8.000 12

79,626

106,636

102,703

100,325 3,076 98.5%

3,490,626

3,593,329

3,593,654 B6.4%

15 98.9% 3,831 ,455 B9.6%

29

137,802

3GO,951

3.091

3,120 g9_g% 4,192.405 98.0%

9.000

10,000

20,000

6,999

7,999

8,999

9,999

19,999

29,999 4 83,493 3.124 100_0% 4,275,899 1000%

Average Number of Bills 130

Average kph Usage 178,152

1.369Average kph usage per Numbs Roi Bills



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 89 of 96

Cost of Service

Cumulative Bills Cumulative kWh
Usage Range - kWhs

Number of Bills kWh Bills Percent of Toiai kWh Percent of Total
Upper

Traffic Signals and Street Lighting - P47 - Winter (Nov . Apr)

Lower

131 4 2 % 0.0%
99 131 1 ,721

10,337 196 6.3%

1,72t

12,058 0.2%
100 199 65

296 9.4% 0.7%
200 299 go

81 376 12.0% 1.3%
300 399

496 15.8% 2.3%
400 499 120

639 20_4% 3.8%
500 599 143

824 26.3% 6.2%
600 699 185

32.2%

36,680

65,224

119,938

198,993

320,538

460,474 a.9%
700 799 186

37.8% 1 1 8 %
800 899 175

43.0% 14.8%
900 999 164

1,010

1,1a4

1.348

1,979 632% 30.0%
630

78.4% 46.0%
478

88.5% 59.8%
316

24,622

2B,545

54,714

79,055

121 ,544

139,938

149,155

156,746

787,483

831 ,078

713,880

322,869 92.3% 66.0%
119

173,840 94.0% 69.3%
54

95.1% 71 .7%

1 .499

1 ,999

2,499

2,999

3,499

3.999 33 122,905

184.148

2,457

2.773

2,892

2,946

2,979

3,016 96.3% 74.9%

1 ,too

1 ,500

2,000

2,500

3,000

3.500

4,000 4,999 37

74_B21 3.030 96.7% 76.3%
5.000 13

96.9% 77.1%
6

973% 78.8%
e,ooo

7,000 11

97_5% 80.3%
g

42,077

86,321

79,246

157,822

3.036

3,047

3.057

3.073 9B.1% 83.4°/o
17

581 ,459 99.8% 96.5%

a,ooo

9,000

10,000

5.999

6.999

7,999

8,999

9,999

19,999 53

181,156

3.125

3.133 1000%

609,628

766,375

1,553,858

2,3B4,935

3,098,815

3,421 ,684

3,595,524

3,718,429

3,882,577

3,957,399

3,999,476

4,085,797

4,155,043

4,322,855

5,004,324

5,185,481 100.0%
z 20,000 7

Average Number of Bills 131

Average kph Usage 216,062

1_e55Average kph usage per Numbs ref Bills



Tucson Electric Power Company
Bi\l Count Test Year Ender! December 31, 2006

Schedule H-5
Page 90 of KG

Cost of Service J

Usage Range kW h Cumulative Bills Cumulative kWh

Upper

Municipal Service - O40 . Summer (May - Oct)

Lower Number of Bills kvvhs Bills Percent of Trial kwhs Percent of Total

1

99 25.905 22.3% 25.905 O.G%

I

I
I

1 .006

304
J
I

100 199 43,234 29.0% 0.1 %

200 299 184

1 ,006

1 _310

1,494 33. 1 V, 0.2%

300 399 149 36.4% 0.3%

400 499 94 38.4% 0.4%

500 599 82 40.3% 0.4%

600 699 41 41.2% (15%

700 799 54 424% 0.6%

800 899 48 43.4% 0.5%

900 999 42

1.643

1,737

1.81 Q

1 ,859

1.914

1 ,see

2,004 44.3% 0.7%

364 52.4%

69,139

115,449

158,983

212,495

257,979

2B4,903

325,892

Asa, 155

40B_6B8

936,505 1 .6%

283

2,367

2,650 58.7% 2.8%

216 Lass 63,4°/a 4.2%

169

46.310

53,535

43,512

45.484

26,923

40,989

42,264

40,532

527,817

724,897

777,849

774,960 3,035 87.2% 5.5%

1 ,too

2,ooo

3.000

4,000

5,000

1 .999

2.999

3.999

4.999

9.999 452 3,332,620 3.487 77.2% 11.2%

10,000 14.999 255 3,743 82.8% 16,7%

15,ooo 19,999 165

3,263,565

2.948.446 BB.5%

1,661 ,402

2,439,251

3,214.212

6_546_832

9,810,396

12,758,842 21 .7%

39.999 252 92.1% 34.2%20,000

40.000 59,999 141

7,316,146

7,100,932 95.2%

20,074,988

27,175,920 46.3%

60,000 79.999 too 7,155,828 97.4% 58.5%

80,000 159,999 62 98.8% 711%

30

7,378,631

6,079,981 995% 81.5%239,999

319.999 10 997% 88.7%

2 99.7% 87_8%

6 99.9% 92.1%

2 99.9% 93.9%

1

3,908

4,150

4,302

4,401

4.463

4,493

4,504

4,506

4,511

4,513

4,514 99.9% 94.9%

1 99.9% 96.0%

2 1OD_0% 981%

160,000

240,000

320,000

400,000

480,000

560.000

640,000

720,000

800,000

399,999

479.999

559,999

639,999

719,999

799,999

879,999 1

3,058,267

674,234

2,536.824

1,027,070

610,970

G41 ,040

1,528,267

800,800

4,515

4,517

4,51B 100.0%

34,331 ,745

41 ,710,379

47,790,3B1

50,848,525

51 .522,862

54,059,886

55,0BB,75S

55,697,725

56,338,765

57,867,033

58,857,833 100.0%

r

r Average Number of Bills 151

Average kph Usage 1 _955_594

12,985Average kph usage per Numbs mf Bills
I
I
r



1

Tucson Elect Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 91 of 96

Cost of Service

Usage Range . kWh Cumulative Bills Cumulative kWhs

Upper

Municipal Service - O40 -W inter (Nov - Apr)

Lower Number of Bills kWhs Bills Percent of Total kwhs Percent of Tata(

99 992 21 .4o1 992 22.0% 0.1%

100 199 308 41.917 1 ,sao 28.8% 0 1 %

200 299 182 1 .483 32.8%

21 ,401

63,318

106,892 0.3%

300 399 123 35.5% O.3%

400 499 1 OF

1,eoe

1,708 37.B% 0.5%

500 599 96 1_ao5 40.0% 0.6%

600 699 83 41 .8% 07%

700 799 81 43.5% 0.8%

800 B99 69 45.1% 1 .D%

900 999 59 4 46.4% 1.1%

499

1 ,ala

1.988

2,037

2,096

2.596 57.5% 2.7%1 ,too

2.000

1 .999

2.999 293 2,888 639% 4.4%

3,000 3.999 209 3,097 6B6% 6 0 %

4,000 155 3.252 72.0% 7.6%

5.000 444 3,696 81.8%

148,334

193,603

245,465

296,929

355,860

412,540

467.487

1 .159.047

1 .B70,503

2,580,225

3.253.915

6.284.002 147%

10,000

4.999

9,999

14.999 210 3,905 BG.5% 8,537,209 201%

15,000 19,999 122

43,574

41 ,443

45,268

51 ,863

so ,464

58,931

58,680

54,947

691 .559

711 _45e

709,722

673,690

3,030,087

2,553,207

2,027,243 4,027 B9,2% 254%

to,ooo 39,999 236 6,331 ,453 4,264 944%

10,B54.452

17,195,906 40.3%

98 96.6% 21,B51,389 51.2%40,000

60.000 55 97.8% 25,559,541 599%

59,999

79,999

159,999 ea

4,655,483

3,708,252

7,431 ,683 99.3% 32,991 ,324 77.3%

16 3.191.259 99.6% 84.7%239,999

319,999 10 998% 9 0 1 %

479,999 4 99.9% 94.7%

559,999 1 100.0% 96.0%

80,000

160,000

240,000

400,000

480,000

720,000 799,999 1 100.0% 97.9%

?. 800,009 1

2,528,099

1,738,627

520,632

822,323

902,373

4,351

4,416

4,404

4,500

4.510

4,514

4,515

4,515

4,517 100.0%

36,182,583

38,71 o,e82

40,449,308

40,969,940

41 ,792,263

42,694,636 100.0%

Average Number of Bills 167

Average kph Usage 1 ,551 ,283

9,452Average kph usage per Numbs ref Bills



4

l

Tucson Electric Power Company
Bil\ Count Test Year Ended December 31, 2006

Schedule H~5
Page 92 of 96

Cost of Service

Usage Range _ kwhs Cumulative Bills cumulative kWhs

Upper

Municipal Water Pumping O43 - Summer (May . Oct)

Lower Number of Bills kWhs Bills Percent of Total kph s Percent of Total

99 875 875 25.7% 0.0%

1 OF T99 113 9B8 30.1% 0.0%

200 299 40 31.3%

12,678

28,523

38,134 0.1%

300 399 44

1,028

1 ,072 32.7% 0.1 %

400 499 45 1.117 34.0% 0.1%

500 599 30 1,147 35.0% 0.1%

G00 699 22 1.170 35.6% 0.2%

700 799 19 36.2% 0.2%

800 899 16

1.188

1.204 3 5 1 %

5 3 . 0 3 9

7 2 , 8 5 4

B 9, 156

1 0 3 , 3 8 0

116 , 891

1 3 0 , 1 0 8 0.2%

900 999 15 1.218 37.1% 0.2%

155 1 ,373 413 % 0.6%1 _too

2,000 12s

1 2 , 6 7 8

1 5 , 8 4 5

9 . 6 1 1

1 4 , 9 0 6

1 9 , 8 1 5

1 6 , 3 0 1

1 4 , 2 2 5

13 , 511

1 3 , 2 1 7

13,7211

2 2 6 , 4 5 8

3 0 8 , 0 7 3 45.5%

143,828

a70,2a7

B7B,359 1 .0%

3.000 113

1.498

1.611 494% 1 ,064,982 1 S%

4.000 95 1.706 52.0% 1,492,852 2.3%
r

5,000

1 .999

2.999

3.999

4,999

9,999 301

386,602

427,890

2,196,779 61.2% 3,689,832 5.6%

340 71.5% 8,538,535 13.0%
J

1

10,000

20_000 245

4,846,903

G,D85.057

2.007

2.347

2,592 79.0% 14,621,592 222%

30,000 190 6.581.822 84.8% 32.2%

19,999

29,999

39,999

49,999 149 B9.3% 42.4%

99,999 226 95.2% 65.B%

149,999 64

z,7a2

2,931

3.157

3,222 98.2% 77.6%

199,999 23 3,245 98.9% 83.6%

249,999 14 3,259 99.3% 88.3%

299.999 11 99.6% 92.7%

6 99.8% 95.6%

40,000

50.000

100,000

150,000

200,000

250,000

300,000

350,000 3 99_9% 97.2%

1 99 .9°/a 97.9%400,000

450,000

349,999

399,999

449,999

499,999 3

6,665,005

15,410,919

7,775,794

3.904,790

3,096,218

2,930,036

1 ,B74,244

1 ,061 ,255

420,201

1 .411 .51 g

3,259

3.275

3,278

2.273

3,252 100.0%

21 ,203v414

27,858,419

43,279,338

51 .055,133

54,959,923

58,055,141

50,986,177

ez.aso,421

63,921 _eye

64,341 ,a17

55,753,397 100.0%

Average Number of Bills 117

Average kph Usage 2,348,336

20,035Average kph usage per Numbs ref Bills



. 4

Tucson Electric Power Company
Bill Count Test Year Ended December 31 , 2006

Schedule H-5
Page 93 of 96

Cost of Service

Usage Range » kWhs Cumulative Bills Cumulative kWh

Upper

Municipal Water Pumping . O43 . W inter (Nov - Apr)

Lower Number of Bills kwhs Bills Percent of Total kWhs Percent of Total

99 949 15,483 949 29,0% 0.0%

100 199 153 33.6% 0.1 %

zoo 299 74 35.9% 0.1 %

300 399 52

21,687

17,462

17.984 37.5% 0.1%

400 499 48 39.0% 0.2%

500 599 37 40.1% 0.2%

S00 699 20 40.7% 0 2 %

700 799 22 41 .3% 0.2%

too 899 18

21 ,414

20_s18

12.513

16,239

15,724

1.102

1,176

1.229

1.277

1.314

1,333

1.355

1.373 41.9%

15,483

37,170

54,632

72.81 B

94,030

114,548

127,061

143,300

159,024 0.3%

900 999 12 42.3% 0.3%

158

11,932

238,331

1,386

1 .544 47.1 %

170,955

409.287 0.7%

121 5D,8% 1.2%

96

306,428

333,356

Lees

1.761 53.7% 1 .B%

87 398.325 1 .B4B 58.4% 2.5%
r
r
r
r

259 1,921,582 2.107 64.3% 5.8%

1 ,999

2,999

3,999

4,999

9,999

19.999 316 73.9% 135%

217

2,423

2,540 BD.5% 23.0%

17a 86.0% 34 .0°/>

127 B9.9% 43.9%
I

i

1,000

2_ooo

3,000

4,ooo

s,000

10,000

20,000

30,000

40,000

50,000 234 9 7 0 % 72.3%

100,000 57

4,530,954

5,465,694

5,377,656

5,770,245

16,503,573

8,783,827 9B.7% 83.9%

150_ooo 18

2,518

z.945

3.179

3,236

3,254 99.3% 89.7%

29,999

39,999

49,999

99,999

149,999

1 QS .999

249,999 12 3,257 99.7% 94.5%

299,999 s 99.9% 97.5%

200,000

250,000

300,000 1 99.9% 98.1%

350,000

349,999

399,999 3

3,374,218

2,772,086

1,718,825

354,121

1,123,020

3,273

3,274

3,277 100.0%

715,715

1,049_071

1.447.396

3,368,958

7,B99,912

13,365,606

19,743,251

25,513,507

42,017,080

48,800,907

sz,175,125

54,947,211

55,555,036

57,020,158

58.143,178 100 D%

Average Number of Bills 125

Average kph Usage 2,236,276

17,743Average kph usage per Numbs ref Bills



r

I

Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 94 of 96

Cost of Service

Usage Range - kwhs Cumulative Bills Cumulative kwhs

Lower Number of BiNs kW h Bills Percent of Total kwhs Percent of Total

1,999,999 g 18.78% 3.27%

Upper

Large Light and Power - 114 - summer (May - Oct)

1,000,000 9

2,000,000 2,999,999 7 15 31.82% 8.64%

2

10,828,513

17,779,635

10,122,788 17 36.36% 11.70%

4 22 45.45% 19.05%

2 24 50.00%

10,828,513

2B,608,14B

38,730,936

63,053,545

81503,694 2465%

4,000,000

s,ooo,ooo

8,(K30,0DO

9,000,000

4,999,999

5,999,999

8,999,999

9,999,999 9 33 68.18% 50.19%

14 47 97.73% 98.21%10,000,000 10,999,999

z 11,000,000 1

24,322,609

1B,550,150

84,486,512

152,307,618

12.529.611 48 100.00%

166,090,206

318,397,822

330,927,434 100.00%

Average Number of Bills s

Average kph Usage 41 ,365,929

6,894,322Average kph usage per Numbs ref Bills

10.075,505 9 18.18% 3.56%

10 19 38.64% 13.08%

2 21 43.18% 16.14%

1 22 45.45% 17.92%

4 26 54.55% 28.68%

3 29 6138% 38.02%

12 41 86.36% 77.37%

Large Light and Power - 114 - Winter (Nov - Apr)

1,000,000 9

2,000,000

3,000,000

4,ooo_tx>o

6.000.000

7,000,000

8,000,000

9,000,000

1 ,999,999

2,999,999

3,999,999

4,999,999

6,999,999

7,999,999

B,999,999

9,999,999 7

26,957,799

8,672,495

5,036,984

30,473,872

26,456,345

11 1 ,41 s_oa5

64,080,724 48 100.00%

10,075,805

37,033,404

45,705,899

50,742,883

81 ,21 ef75s

107,673,099

219,089,134

283,169,858 100.00%

Average Number of Bills 6

Average kph Usage 35,396,232

5,899,372Average kph usage per Nun be ref Bills



Tucson Electric Power Company
Bill Count Test Year Ended December 31 , 2006

Soheduie H»5
Page 95 of 96

Cost of Service

Cumulative Bills Cumulative kWh
Usage Range - k\Nhs

Number of Bills kwhs Bills Percent of Total kwhs Percent of Total
Lower

4 13.33% 596%
4

15 50.00% 25.96%
11

18 60.00% 33.34%
3

to 86.67% 40.98%
2

24 80.00% 57.75%
4

Upper

Large Light and Power Time of Use - 190 - Summer (May - Oct)

1,000,000 7,580,406

2,000,000

3,000,000

4,000,000

5,000,000

8,000,000 3 27 90.00% 78.13%

30 100.00%

7,580,406

33,030,580

42,407,598

52,128,234

73,461 ,777

99,392,209

127,213,532 100.00%
9,000,000

1 _999,999

2,999,999

3,999,999

4,999,999

5,999,999

8,999,999

9,999,999 3

25,450,174

9,377,018

9,720,637

21 ,333,543

25,930,433

27 ,821 ,323

Average Number of Bills 4

Average kph Usage 18,173,362

4,240,451Average kph usage per Numbs ref Bills

10 33.33% 14_8B%
Large Light and Power Time of Use .. ism - Winter (Nov - Apr)

1_000,ooo 16.970,74110

LB 60.00% 32.12%
1 ,999,999

2,999,999 8

19 63,33% 362B%
2,000,000

4,000,000 1

24 80.00% 58_96¢y,
5

25 83.33% 65.00%
1

26 86.67% 71 .73%
1

30 100.00%

16,970,741

36,621 ,323

41 ,373,904

67,231 ,262

74,123,887

B1 _787,424

114,028,991 100.00%

5,000,000

6,000,000

7,000,000

8,000,000

4,999,999

5,999,999

6,999,999

7,999,999

8,999,999 4

19,550,581

4,752.5B1

25,B57,358

6,892,624

7,653,537

32.241 ,567

Average Number of Bills 4

Average kph Usage 16,289,855

3_800_966Average kph usage per Nurnbe ref Bills



Tucson Electric Power Company
Bill Count Test Year Ended December 31, 2006

Schedule H-5
Page 96 of 96

Cost of Service

Usage Range . kwhs Cumulative Bills Cumulative kWh

Lower Number of Bills kwhs Bills Percent of Total kph s Percent of Total

6 144,564,900 6 5000% 30.92%

1 49,074,100 7 58.33% 41.41%

Upper

Mines . Summer (May . Oct)

200000,000 29,999,999

40,000,000 49,999,999

50,000,000 59,999,999 5 273,977,200 12 10000%

144,564,900

193,639,000

467,516,200 100.00%

Average Number of Bills 4

Average kph Usage 155,872,087

3B_968,017Average kph usage per Nun be ref Bills

3 3 25.00% 12.77%

3

58,384,365

65,346,241 5 50.00% 27.05%

Mines - Winter (Nov - Apr)

19,000,000 19,999,999

20000000 29,999,999

50,000,000 59,999,999 6 333,501.094 12 100.00%

58,384,365

123,730,506

457,231 ,700 100.00%

Average Number of Bills 4

Average kph Usage 152,410.587

38,102,542Average k\nh usage per Numbs ref Bills
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v

Page 4 of 57

TUCSON ELECTRIC POWER COMPANY
SUMMARY RATE DESIGN AND POR CUSTOMERS, SALES AND REVENEUS

FOR PERIOD ENEDING DECEMBER 31, 2006
COST OF SERVICE CASE

Residential Commercial industrial Public Authority Lighting Mines TOTAL

Customers 357,254 34,743 14 35 28 2 392,074

kph s 3,864,352,371 3_314,379,658 948,945,003 225,259,044 41,015,127 924,B97,900 9,318,849,193

Current Revenues $350,580,146 $310,543.894 $61 .035,771 $16_187,332 $4.486,147 $43,723,700 $785,555,991

Proposed Revenues 5326,007,635 $255,186,138 $56,075,487 $15,954,512 $4,270,753 $43,723,700 $701 ,218,22s
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COST OFSERVICE CASE

Tucson Electric Power Company
Transmission Expense Summary
Cost of Service Case

Source: Bentley Erdwurm 6/19/07 (3:15 PM)

Item Description Amount 1.922
100.0%

65,605,059
891 ,846

3,502,127
3,393,365
9,201 ,240
1,500,912

RESIDENTIAL
852

44.3%
29,079,108

395806
1,552,300
1,504,092
4,078,403

665,272

T
Anc 1
Anc 2
Anc 3
And 4
And 5

Transmission
system control load dispatch
reactive supply and voltage control
regulation and frequency response
spinning reserve service
supplemental reserve semice

$65.605,059
$891 ,846

$3,502,127
$3,393.365
$9,201 ,240
$1 ,500,912

Total $84,094,549 $84,094,549 $37,274,481

kWh

T
Arc 1
And 2
And 3
Arc 4
And 5

Transmission
system control load dispatch
reactive supply and voltage control
regulation and frequency response
spinning reserve service
supplemental reserve service

3,864,352,371
0.007525
0.000102
0.000402
0.000389
0.001055
0.000t72
0.009646$lkwh
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GENERAL

SERVICE MINING LIGHTING

PUBLIC
AUTHORITY

40
2.1 %

1 ,380,576
18,768
73,698
71 ,409

193,629
31 ,585

709
36.9%

24,188,758
328,826

1 ,291 ,243
1 ,251 ,143
3,392,521

553,390

LARGE LIGHT
& POWER

1 7 2
8.9%

5,868,015
79,771

313,245
303,518
823, 001
134,248

143
7.5%

4,893,763
66,527

261, 239
253, 126
686, 360
111, 959

6
0.3%

194,838
2, 649

10,401
10,078
27,326

4.458

0
O
0
0
0
O
0

$31,005,881 $7 , 521 , 799  $6 , 272 , 974 $249,750 $1.769,665

225,259,044
0. 006129
0. 000083
0. 000327
0. 000317
0. 000860
0. 000140

-3-314,379,658
0.007298
0.000099
0.000390
0.000377
0.001024
0.000167
0.009355

948,945,003
0. 006184
0. 000084
0. 000330
0. 000320
0. 000867
0.000141
0.007926

7,287,604
0.026735
0.000363
0.001427
0.001383
0.003750
0.000612
0.034270 0.007856
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Rate z01c Rate 201C Rate 201C Rate 201 c Rate 201C

IPropoaed Load

mid Summer off

Current Actual - Unadjusted

,,/

200.00%

200.00%

00.I1Q% win

00

58

76

0.00%

0.00%

Research

mid-Summer Pk

mid~summer sh

mid-summer sh

Winter off

win

mid-Summer off

mid-Summer Pk

mid-summer sh

tOo

rem-Summer Pk

rem-Summer off

rem-summer sh

76

39%
430% rem sum

rem-Summer Pk

COST OF SERVICE CASE

rem .r um

rem-Summer off

rem-Summer off

rem-summer sh

rem-Summer Pk

rem sum

Rate 201c
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200.00%

0.00%

20.52% mid~Summer Pk 20.48% rem~Summer Pk
57.51% mid-Summer off 57.92% rem~Summer off
"1.97% mid-summer sh " l .60"/0 rem-summer sh

100.00% rmdsum 100.00% rem sum

40.99% Winter Pk
59.01% Winter off

100.00% win

200.00%

375

7

0.00%

00

9

s

7
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100.000%

l00.000%

Old

Sho

8057%

8.393%

0.000%
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Old
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go;5 4*s8 § +41
23.89%

53.94%

22. 16%

100.00%

4 0 . 4 7 %
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5 7 . 7 3 %
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3 4 . 7 9 %
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1 0 0 0 0 %
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1 . 2 0 %

- 0 . 5 6 %
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G r e e n  s h a d i n g . R e a d y  f o r  i n p u t !

Rate 85A

C u r r e n t  A c t u a l  .  U n a d j u s t e d

S u m m e r  P k 4 0 . 4 0 °

S u m m e r o f f 5 9 . 6 0 %

s u m m e r  h 0 . 0 9 %

.S um 1 0 0  0 0 %

1 7  9 9 %

74 846 o

7. 17" o

1 0 0 . 0 0 %

1 5  7 5 %

7 8 . 5 5 %

5  7 0 %

t o o  0 0 %

16.24" D

7 8 . 1 4 %

5 62" 0

1 0 0 . 0 0 %

W a t e r  P k

W a t e r  o f f

. sum

2 3  4 7 %

7 6 . 5 3 %

1 0 0 . 0 0 %

2 1  9 8 %

7 8 02° a

100 00° o

2 1 3 7 ° 0

7 8  6 3 %

1 0 0 . 0 0 0 ,

2 0 7 1 %

7 9 2 9 %

1 0 0 0 0 0

ck l
2 0 0 0 0 %

0 0 0 %

2 0 0 . 0 0 %

0  0 0 %

2 0 0 , 0 0 %

0 . 0 0 %

2 0 0 _ 0 0 %

0  0 0 ° 0

C u r r e n t  L o a d  R e s e a r c h

S u m m e r  P k

S u m m e r  o f f

s u mme r  s h

S u m %

43 44°
56 56°

o of%

100 00%

1 9  6 3 %

7 2 . 3 7 °
7 9 9 %

1 0 0 0 0 %

1 4  5 5 %

7 9  x i %

6 . 3 4 %

1 0 0 . 0 0 %

15 89°

77 96° o

6 15°

100 00°

W i n t e r  P k

W i n t e r  o f f

W 1n°

2 2  5 9 %

7 7 4 1 %

1 0 0  0 0 %

2 2  6 1 %

77.39° o
1 0 0  0 0 %

2 0 . 1 1 °
7 9 . 8 9 %

1 0 0  0 0 %

2 1  1 2 %

7 8  8 8 %

100 u0°.>

ck l
2 0 0 . 0 0 %

0 0 0 %

2 0 0 . 0 0 "

0 . 0 0 %

2 0 0 0 0 %

0 00 '9

200 00°

0 00°

Proposed Load Research

Summer Pk

Summer off

summer sh

Sum"

2 3  E v . ,

55.  19°

2 1 . 2 0 %

1 0 0 0 9 %

23 68° q
5 4  2 7 %

2 2 . 0 5 %

1 0 0  0 0 %

2 3  9 7 %

5 3 . 8 3 %

2 2  2 0 %

T 0 0  0 0 "

1 6 . 5 5 %

6 5 . 8 0 %

1 7 . 6 5 %

1 0 0  0 0 %

2 2  4 0 ° 0
5 7 . 1 4 %

20 46°  v
1 0 0  0 0 "

17.830

64 60"

17 57"u

100 00%

W i n t e r  P k

W i n t e r  o f f

W m "

3 8  7 0 %

6 1  3 0 %

1 0 0 . 0 a %

3 8 _ 8 3 %

6 1 . 1 7 %

l 0 ( l , 0 0 %

4 0 . 5 3 %

5 9  4 7 %

1 0 0 . 0 0 %

3 3 . 9 0 %

6 6 . 1 0 %

` 0 0 . 0 0 %

3 4  7 6 %

6 5 . 2 4 %

I D B  0 0 %

3 4  0 5 %

6 5  9 5 "

l 00 . J0°  o

ck 1

2 0 0 . 0 0 %

0 0 0 °

2 0 0 . 0 0 %

0  0 0 %

2 0 0  0 0 %

0 . 0 0 %

200 00°..

0.00° o

100 00° o 7 ,  19% 92.81% 100 00°D 1 47"

vi* **

S u m m e r  P k

S u m m e r  o f f

s u m m e r h

S u m "

2 o  5 7 %

i s  2 1 %

7 1  Z h "

1 0 0 . 0 0 %
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!1,2'% %

108/00%

9 7 %

5 3  8 3 "
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1 0 0  0 0 %
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1708"

100 00%

W i n t e r  P k

W i n t e r  o f f
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q c ) 5 7 %

6U 4301

1 0 0 0 0 %
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6 ]  8 0 %
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35 we
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1000000
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(001264) Summer off
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12.76%

33.39%

l 1.69%

57,B4'y

14.67%

27.49%

42.15/o

l00 .0000%

81.54%

l5 .57%

22.89%

3B.46%

l00.00000%

Winter Pk

W inter off

Total

Summer

kph

Winter

% Summer

% Winter

.. .. 1-In-\ *.

61.6%

3 8 4 %

3.757_424,50B

2,312,359,787

1,445,054,740

61.54%

38.46%

s

-1 .26%

1.26%

0%
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0.01699

-0.41%

0.41%

Summer Pk 0.03527 0.03527 Summer Pk 14.70%

Summer off (0.01423) s (001423) Summer off 3320% (0.00426)

0.00096 000096 summer sh 13.64% 0.00108
summer sh

0.02793 0.02793 Winter Pk 0.01231
\Mr\\er Pk

(0.00894)
VWn\er off (002157) (0.02157) Winter off

check check

00004255 0.004705 0.003621 0.001776
Summer Pk

(0,00158G)
Summer off (0.004862) s (0.004B90) (0.004561 )

0.000120 0.000124 0.000099 0000105
summer sh

o 004568 0.004209 0.004843 0.001761
V\hn\er Pk

(0.002522)
Venter off (0.0053B9) $ (0.00s2e0) (DD05406)

(0001308) (0.oo1 112) (0.001404) (0.000466)
sum

65,885,743
time kph 52.615,922 64,150,421 136,727,732

(ea_844) s (71,310)
(30,688)

Negative indicates that customer group will save under TOU

14,903,323

0.049500 (191,985)

s

s

s

s
s

s
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Rate 35; Rat& 13 Rate 201B I Ra1ez01B \ Rate 201B Rate 201B

16 13%

78,38° G
549° 0

100.00°

'Current Actual - Unadjusted

18.38% m1d~Summer Pk

74 17% mid Summer off

7.53% m1d~ umber sh

10000% rod sum

l835°0 rem-Summer Pk

7466% rem~Summer off

6 99% rem summer sh

10000% rem sum

2106%

78 94%

100.00%

23.98% Winter Pk

76 10% Winter off

100.00% WH]

200.00° o

0 00%

200 00°

0 00°D

15 890 0

77 96"

6 15°
100.00"

'Current Load Research

20.16% mid-Summer Pk

71 78% m1d-Summer off

806% mid-summer sh

100.00% mid sum

1932% rem-Summer Pk

72.29% rem-Summer off

8 39% rem-summer h

100.00% rem sum

21 U"

78 88°0

100 00°

Z4 89% Winter Pk

75 11% Winter off

10000% win

200 00°

0 00° o

200.00°
0.00%

17 83°

64 60°

17 57°

100 00° 0

20 28%

60 19°

19 53%

100 00%

'Proposed Load Research
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65 950
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100 00° 0
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0 00%
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m m
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100.00%

*L
20 '>g9 D
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19 510 o

100.00" o

Composite

20 2100

60.33°

19.45%

100 00%

21 '77"'u mud-Summer Pk

<6 38% mid-Summeroff

'l 85"-» mid-summer sh

100.00% mIdsum

24 54% rem-Summer Pk

56 34° rem-Summer off
'1 U6"t> rem-summer sh

100 00% rem .sum

31 }149\} 39 43%

64 57%

100.00°

35 38%

64 62%

100 00%

40 88% Water Pk

*Q 12% Winter off

100 00° o wm100.00°0

200 000 D

0 00° D

g 7226° o

3.6443" 0

20000%

0,00" 0

0.24"

0 42°0
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Summer Pk 0.01084 Summer Pk 0099691425
0.01699

0342158706
(0.00426) Summer off -o.oo1 es Summer off

0.00116 summer sh 0 . 093709915
0.00108 summer sh

Venter Pk 0.00687 Venter Pk 0.159553745
0.01231

0304886209
(0.00894) Winter off -0.00563 Venter off

check 0.000006 check 0.0000010
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Rem Sum

Winter
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53.992%
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58. I27%
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Pk

23.627%

23.556%
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Sho

22.381%

22.465%
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Pts z

Rate 201BI
M i d _Sum

Rem Sum
Wint er

O ld

o f f

71 .784%

72.286%

75.  l08%

O ld

Sho

8.057%

8.393%

0.000%

O ld

Pk

2 0 . l5 9 %

19.321%

24.892%

Old

Tal

100.000%

l00.000%

l00.000%
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G K
FROM COS CASE

ENERGY FUEL DIRECT

ENERGY PRODUCTION

307,525,562
2,689,675

H
GENERAL

RESIDENTIALSERVICE
133,409,902 108,746,732

1,243,621 566,560

I J
LARGE LIGH
& POWER MINING LIGHTING
29,921,762 27,114,028 1,209,288

325,660 476.978 6,684

L
PUBLIC
AUTHORITY

7,123,851
70,172



177%

674%

14.9°/

Summer

On Peak kWhs

off Peak kWh

Shoulder Peak kW

Winter

On Peak kWhs

Off Peak kWhs
31 .3 A:

52.0%
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Percents

UofA

Percents Percents Percents

61,101,206

210,849,005

58,059,498

19%

64%

18%

0.19

0.64

0.18

0.19

9.63

0.18

0.16

0.68

0.16

0.15

0.79

0,06

HE - EllMlNATED - Will be replaced by l9Dn Pricing Plan
Customer Charge
Summer Demand
On Peak kW
Off Peak kW
Winter Demand
Dr Peak kW
off Peak kW
Summer
On Peak kwhs
Off Peak kWh
Shoulder Peak kWh
Winter
On Peak kWh
off Peak kwhs

92,105,785

179,405,047

34 %

66°/a

Summer

On Peak kWh

Off Peak kWhs

Shoulder Peak kW

Winter

On Peak kWh

Off Peak kWhs

0.34

0.BB

0.34

0.66

0.32

0.68

0.22

0.00

Revenue 601 ,520,542

71%

o 61 ,112,800 181 .208,700

0 % 7 % 21%

TOTAL 114 601.520,542

PRS 14 - CONTRACT
" 1 summer differential

0.00792 20.8%

_0D0208 79.2%

0

l90A - EIIMINATED - Will be replaced by l90N Pricing Plan
Summer Demand

0.0025 313%

-0.00155 520%

0.5 winter differential

4,873,261

20,565,930

4,879,209

16%

68%

16%

On Peak kW
Off Peak kW
Winter Demand
On Peak kW
Off Peak kW
Summer
On Peak kwhs
Off Peak kWh
Shoulder Peak kWhs
Winter
Cn Peak kWrls
Off Peak kWhs

9,945,519

20,848,881

32%

68%

Revenue

TOTAL l90A 61,112,800

15,183,218

77,556,216

5,669,566

15%

79%

5%

l90F - EIIMINATED - Will be replaced by l90N Pricing Plan
Summer Demand
On Peak kW
Off Peak kW
Winter Demand
On Peak kW
Off Peak kW
Summer
On Peak kwhs
Off Peak kWh
Shoulder Peak kWhs
Winter
On Peak kwhs
Off Peak kwhs

18,39/,800

64,401 ,sao

22%

78%

Revenue 0%

TOTAL l9oF 181.208.700



PAGE 57 OF 57

COST OF SERVICE CASE

Percents

843,842,042


